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CZECHOSLOVAKIA 


CAPITAL REPRODUCTION IN SOCIALIST ECONOMIC STRATEGY VIEWED 
Prague POLITICKA EKONOMIE in Czech No 10,1984 pp 1030-1032 


[Text } The transition to predominantly intensive economic development is changing the sequence of importance 
of the main factors which determine economic growth rates. The main factor, which accelerated growth 
rates in the period of industrialization with freely accessible labour pows: and easily available raw material 
and energy resources, was the investment rate (productive accumulation). The opportunity to concentrate 
accumulation sources from other ar -as of the economy into industry — and into its nucleus of heavy industry — 
formed a dynamic factor of economic growth in this period, when the investment sector and its raw material 
basis developed most rapidly. 

In Czechoslovakia the rate of total, as well as productive investments more than doubled in the post-war 
period; double figures were achieved already at the end of the fiftics and beginning of the sixties. If in the 
base year (1948) the share of total investments in gross national income (including depreciation of fixed 
assets) was less than one sixth and the share of productive investments equal to one tenth, then at the end 
of the seventies and beginning of the eighties the relevant figures were one third and more than one fifth. 

Rates of growth of the social product and especially of industrial output were exceptionally high in the 
first period of socialist construction. However, “production turnover” of industrial output grew at the same 
time, both in terms of raw materials, the material and energy industries and in industrics producing final 
investments. Net national income growth and especially the development of non-productive consumption 
were slower than the growth of the gross social product. The highest rates of growth were found in the 
production of the means of production; their maximum average annual rate of growth in Czechoslovakia 
achieved 9%, in the fifties; within this group, the production of work implements 13°. The rate of growth 
of consumer goods was the slowest (6% annually). 

In spite of the fact that in the decade 1966 — 1975 growth rates of industrial output, especially in group A. 
markedly decreased in Czechoslovakia in comparison to the first post-war period, the rate of growth of na- 
tional income did not decrease due to the greater efficiency per unit of the means of production. During the 
first post-war period, a 1.8 % increment of industrial production in group A was required to achieve a 
1% increase in national income, but in the sccond period this figure was only 1.1°. A 6% national income 
growth rate was maintained also during a stabilized or only very slow rate of growth of productive invest- 
ments. From this point of view, specific indications of the intensification of the reproduction process made 
their appearance since the middie of the sixties. (Analogical trends in changed proportions have been calcul- 
ated for the economy of the USSR by A. L. Notkin). 

In the second half of the seventies, especially in connection with dealing with the energy problem, it was 
necessary to transfer the means of production into industries with high investment demands — fuel mining, 
the building of nuclear power plants and nuclear enginecring. In connection with these structural transfers 
the investment intensity of national income increments grew rapidly. The ratio of incremens of industrial 
output in group A per unit of national income grew again to 1.3. 

Regardicss of the cited fluctuations, an analysis of this development, as well as international comparisons 
make it possible to derive long-term trends in the changes of national cconomic proportions after an in- 
tegrated basis of Scavy industry and the investment sector have been built. In contrast to the period of in- 
dustrialization, during subsequent stages the rates of growth of individual groups and sub-groups of social 
production tend to approach each other. During the period of completing the productive structure and 
finishing its various sections, a transfer from production in group I for group | to production in group I 
for group II took place, as well as transfers directly to group II, from material production towards a preference 
for the services sector, from the satisfaction of material needs towards an incrcace in leisure time. These 








changes are connected with structural transfers in satisfying the requirements of the population. In individual 
countries they are mereover modified by forcign trade. 

These long-term trends, typical for countrics with a specific level of productive forces and a high produc- 
tivity of labour, under conditions of building a developed socialist society have their specific aspec!s, deter- 
mined by the objectives of the comprebcasive development of the human personality. Some limits may 
temporarily act against them as the result of bottlenecks in the reproduction process (for instance solving 
the already mentioned energy problem). The strength of these trends also depends on the nature of scientific 
and technological development which is implemented, especially its capital intensity which requires a specific 
accumulation of resources in the initial period. 

Owing to this characteristic of the determining factors and general type of economic growth in the in- 
dustrialization period it can be adequately reflected in economic theory by a type of model such as that 
created by the Polish economist M. Kalecki. In this type of model, as is well known, the rate of growth of 


rT 
national income (r) is deri ved atove all from the share of productive investments in national income ( D ). 


An increzse in the shore of productive investments directly implics an increase in national income. 

Increasing the volume of investments and concentrating them into heavy industry, under conditions of 
a planned economy, became possible due to the economic policy of central accumulation of resources and 
their central distribuvon into investment limits for the productive sphere, together with the regulated growth 
of incomes of the population and the non-productive sphere in general. 

Growing investment intensity of national income increments in the majority of the socialist countries 
since the middle of the sixties, increasing numbers of unstaffed workplaces at new fixed assets and the price 
which must be paid for accelerated economic growth by unviably limiting tl ¢ growth of consumption oa 
the part of the population, as well as a loss of equilibrium in the economy in gencral, together indicate the 
impossibility of continuing the persual of such a policy in the subsequent period. To this should be added 
the advancing depletion of unreproducible raw material and energy resources. 

Thus, retrospectively, the fact that the European socialist countrics set upon a Course for the intensification 
of their national economies already during the sixties and seventies appears » be an objective and secessary 
scevelopment. 

If we attempt to describe the type of economic growth in the stace of predominantly intensive coonomuc 
development, then we see that above all the determining fac + of growth changes. It is not the volume or 
rate of investments that is important, but rather their efficiency and generally their fimal utility effect in 
satisfying the requirements of socicty in relation to a unit of invested material and labour resources; or to put 
it more briefly, the unit efficiency of resources in the broad sense of the term including equilibrium in the 
structure of requirements and res irces). This concerns above all growth in the effectiveness of limited 
resources (energy, some raw materials), which makes it possible to overcome bottlenecks and to better utilize 
other, less limited resources. The model we seck for the lmuting factor of energy might have the following 
form: 

SD \e AE 


dD 
where D — national income, ¢ P and E — energy inputs. 
Under such conditions the rate of growth of national income depends above all on how succewful the 
economy is in increasing energy effectiveness and of the effectiveness of other limiting resources. 
in Czechoslovakia some research analyses have produced findings according to which enercy intensity 


#il in the next decade decrease by 2.5%, annually at the mout, while increments in enercy sources will re- 
present a maximum of 0.5 ©, annually; from this follows a maxumum 3°, growth rate of cational imcome. 
F xcoedzing this maximum growth rate would be possible only under the assumption that the rate of decreasing 


energy intensity would exceed 2.5", annually. 
The transition to intensive development requires basic structural changes ia the reprotuction process, 








in production and consumption, a higher degree of finalization, improvements in the technical quality of 
production and different trends in satisfying the requirements of the population (away from food towards 
manufactured consumer goods and services and towards extending Icisure time). A necessary pre-condition 
for this presents the adaption of the economic and social mechanism towards the more raped absorption of 
scientific and technological progress in production and strengthening the principle of remuneration according 
to merit, in accord with new criteria which w.'l stress qualitative aspects. 

A strategy for increasing efficiency must take into account the mutual con.:tionality of growth dynamics 
and the proportionality and efficiency of cconomic development. On the one hand, if economic growth is 
to be predominantly based on increasing the natwnal cconomuic efiiciency of resources, then this camnet 
be achieved without overcoming disproportions and disequilibrium im the process of reproduction. But on the 
other hand one of the pr -requisites for renewing a balanced state forms the differentiated increase in the 
efficiency of production, at first above all by calling up reserves in the utilization of economic potential. 
Overcoming bottlenecks in the productive sphere will then make it possible to better utilize other productiv¢ 
factors and hence more markedly improve total national cconomic efficiency and assure a warrented rate of 
growth. 

Since overcoming the deficit aspects of the cconomy is undisputably linked to the implementation of a final 
socio-economic objective, combined with improving the qualay of the living standard and its feedback 
relationship with mater:al incentives and the growth of production, the achieverr-ent of economic equilibrium 
on the consumer market and the balanced development of the living standard are considered to be among 
the basic prerequisites for fulfilling other objectives of economic strategy. The sexial cond:toorality of economic 
growth strengthens. 

An economic strategy for the cightics will be successfully implemented if a combination of conceptual 
measures of the central planning agency concerning its main innovation programs, the new profile-forming 
structure of the economy within the international division of labour, as we!l as the purrporcful creation of 
a required hinterland in the lower segments of the coonomy, tased on the provision of suitable incentives 
aimed towards the comprehensive intensification of production are all put into effect. A re-orientation of 
the economy towards new conditions should then open the way again to accelerated rates of economic growth. 

It is evident that the exceptionally rapid rates of growth achseved in the period of industrialization, which 
were based on a low economic level, cannot te repeated. It should, however, be possibic in the future to 
strive, 2s an outside figure, for higher rates of growth (in the range of 4 to 5 °..), which in Czechoslovaku 
and other socialist countries in the decade between 1966 and 1975 were achieved as minimum figures. The 
outlooks for further economic development depend upon how successful we shall te in preparing the more 
extensive modernization of the economy, deeper structural changes and the recomstruction of the coonomic 
mechanism which would make it possible to more fully utilize qualitatwe forms «f intensification, i. ¢. above 
all scientific and technological development and social factors, which will increase the production capability 
of resources and their ability to satisfy requirements. 


CSO: 2400/137 

















CZECHOSLOVAKIA 


KORCAK VIEWS 1981-1984 ECONOMIC RESULTS 
AU201225 Prague RUDE PRAVO in Czech 15 Nov 84 p 3 


[Article by Josef Korcak, member of the Presidium of the CPCZ Central Committee 
and Premier of the Czech Socialist Republic: "Followinz the Path of the 16th 
CPCZ Congress in the Interest of the Development of the Czech Socialist 
Republic] 


[Excerpts] In a few weeks we will be entering the last year of the Seventh 
5-Year Plan. Let us consider the results of the first 4 years and our future 
prospects. 


We are gradually overcoming the discrepancy between the demand for raw materials 
and energy and the realistic possibilities as regards ensuring the needs of the 
production sector. Exports of a considerable part of the production of our 
enterprises are used to pay for the imports we need, especially new materials. 
In the sectors managed by the Czech Government that constitutes almost half of the 
exports of the entire federation. 


There exist quite a few problems and the possibilities of resolving them are 
limited. We realize their importance and openly inform the public about them. 
But we are capable of resolving them only gradually, in proportion with the 
resources we create, in harmony with the volume of the national income. 


The successful fulfillment of the plan in the majority of industrial sectors 
shows that the planned growth rate of the national income in the 1981-84 period 
will be exceeded. In the Czech Socialist Republic [CSR] gross industrial pro- 
duction will have increased by 9 percent in these 4 years, which includes a 
10.5=percent increase in federally-managed industry and a 7.4-percent increase 
in the industry managed by the Czech Government. In agriculture, where the 
shortfalls of the beginning of the quinquennium have been successfully made 

up in the last 2 years, the tasks in plant and animal production will be 
exceeded. Gross agricultural production will have increased by 8.2 percent 

in 4 years, and grain crops by 11.9 percent. In harmony with greater created 
resources, personal consumption will rise by more than 2 percent and material 
social consumption by 15.5 percent. This development is more favorable than 
we expected at the beginning of the 5-year plan. 


We are concluding work on the preparation of the plan for the development of 
the CSR national economy for 1985. We are expecting a 2.9-percent growth in 
the national income, and that almost exclusively through intensification and 











greater economic efficiency. Work productivity from the adjusted value added 
is to increase roughly by 3.7 percent in the sectors managed by the CSR Govern- 
ment. 


The construction sector is undergoing a period of adjustment to the changed 
requirements. We are succeeding in overcoming its lag behind the current needs. 
Housing construction is, on the whole, successful, a number of vital capital 
construction projects have been ensured within the deadlines and can stand 
comparison with world parameters. Our builders are also successful abroad. 


We cannot raise the standard of our economy without building nuclear power 
plants, mines, and industrial and agricultural projects. We also cannot do 
without comprehensive housing construction. The state of the housing and 
nonhousing fund represents a warning and a solution must not be postponed. The 
construction sector must brace itself for structural changes so that it can 
ensure new prejects, reconstruction, and maintenance all at the same time. 


This year we have filled the granaries in the CSR with the biggest harvest in our 
history--with 7.9 million metric tons of grain, more than 4.6 metric tons per 
hectare. Compared with the past, these are high yields. But this does not 
mean, however, that our possibilities have been exhausted. 


The results in potatoes and sugar beets are less favorable than in grain. 
Despite the fact that this year's harvest is fairly good, we cannot be satisfied, 
especially with the quality and great losses during gathering. There has been 
certairs. progress in animal production, although more than once at the price of 
high costs and disproportional fodder consumption. 


The CSR is a fairly small territory with a high population density, with many 
power plants and mines, with intensive agriculture and a dense transportation 
network. All this has a negative impact on the purity of air and water, on the 
quality of the soil, on the serviceable life of buildings and installations, 
and on the health of the populace. We must take into account it will cost us 
great resources to ensure the necessary quality of the environment. 


In the Programmatic Statement of July 1981, the Czech Government reemphasized 
that it regards the creation and the safeguarding of the environment as one of 
the most complex and important social tasks. It is paying particular attention 
to the areas most threatened--to Prague, and the North Bohemian and North 
Moravian regions. Discussing the concepts for the development of individual 
sectors, we are also devoting attention to resolving their influence on environ- 
ment. With the newly built enterprises, the stipulated norms will be strictly 
adhered to. 


We do not always have adequate financial resources and capacities to improve the 
environment more rapidly, and in some cases reliable technologies are also 
lacking. 


Also the lack of discipline of some responsible officials is a cause of concern, 
Investors--in the industrial, agricultural, and other spheres of construction— 
can expect neither exceptions from the regulations that are in force nor 





benevolence as regards indiscipline. We have already embarked on such a 
determined course in the sector of the water economy, and will proceed like- 
wise in all other sectors. 


Last June we submitted to the Czech National Council a report about the 
situation in our health services. It is a very sensitive sphere. The positive 
thing is that the work of district and factory physicians has improved, and 
that certain progress has been achieved as regards supplies of medicines. 

In certain branches our specialists are world renowned. Our pharmaceutical 
industry is dynamically developing and manufactures some particularly effective 
medicines. But we do not close our eyes to shortcomings. An example of an 
active approach to overcoming them are the recently adopted decisions about 
improving the capital goods base of the Prague health services and the 

further development of West Bohemian spas. 


CSO: 2400/133 











CZECHOSLOVAKIA 


WATER SHORTAGE EXPECTED TO TAKE 10 TEARS TO OVERCOME 
AU231919 Prague MLADA FRONTA in Czech 21 Nov 84 p 2 
[Commentary by Jiri Leschtina: ‘Water! Water!") 


[Excerpts] When, years ago, water economy officials warned about the depletion 
of our water reserves, nany dismissed them as pessimists. Now, after only 

2 years of drought, last year's supply of water « Ostrava, for example, was 
saved only by the melting snow in the mountains. Any failure to take this 
warning seriously would border on hazard. 


A total of 1.1 billion cubic meters of drinking water was produced in the Czech 
Socialist Republic last year, twice as much as in 1970. Over the same period, 
the water main network expanded [word indistinct! of new apartments and moderni- 
zation of old apartments, and the average consumption of water per capita per 
day increased from 290 to 400 liters. Yet this steadily growing consumption 

of the population is not accompanied by the necessary expansion of resources. 
Whereas in the Fifth 5-Year Plan [1971-1975], the capacity of water reservoirs 
increased by 300 million cubic meters, in the current 5-year plan the increase 
will be only 28 million cubic meters. If we add to this the deteriorating 
quality of water in rivers, pollution caused by industrial fertilizers, the 
aforementioned droughts, and--last but not least--ecological calamities, we 
cannot be surprised that many parts of the [Czech] Republic--such as the Ostrava 
and Plzen areas, the surrourdings of Brno, or the North Bohemia brown coal basin-- 
have an adverse drinking water balance. 


In view of the fact that underground resources have been virtually depleted, we 
will have to concentrate mainly on the treatment of surface resources. But this 
will require the construction of additional reservoirs and of new water treat- 
ment plants, which--according to latest estimates-~will take approximately 10 
years. This period will have to be bridged by as rational and as economical 

a regulation of consumption as possible. 


Some 24 percent of drinking water disappears from the underground public mains 
even before it reaches the customer and an additional 20 percent gets lost be- 
cause of poorly insulated and executed plumbing in the houses themselves. It 
ls the responsibility of those maintaining the housire stock to make operational 
checks on fixtures and to gradually replace old, inadequate pipes by superior 
materials. 





# more detailed look at various spheres of our life would undoubtedly reveal 
an inexhaustible number of suggestions for reducing water consumption. We 
must begin to handle this precious liquid more economically without delay--at 
the workplaces as well as in 3.1 households. We must not wait for the moment 
when we will grudgingly compl.in: “It has stopped flcwing again!” 


CSO: 2400/133 








GERMAN DEMOCRATIC REPUBLIC 


CENTRAL ECONOMIC ROLE OF ENHANCED FUEL, RAW MATERIAL REFINING 
East Berlin WIRTSCHAFTS WISSENSCHAFT in German Vol 32 No 9, Sep 84 pp 1315-1329 


{Article by Michael Buechner, doctor of economics, scientific assistant at the 
Institute for Political Economy of Socialism, Academy of Social Sciences, with 
the SED Central Committee and Heinz Willems, certified attorney, candidate at 
the same institute with the SED Central Committee. Original title: "On Some 
Issues of Enhanced Refining of fFaergy Sources, Raw Materials and Processed 
Materials Under Conditions of Intensively Expanded Reproduction"/ 


[Text] The most important economic experiences of recent years include the 
understanding “that we are able over a prolonged period of time to increase pro- 
duction and national income and, in doing so, achieve absolute reduction in the 
consumption of energy, raw materials and processed materials," as Erich Honecker 
stressed at the Seventh SED Central Committee Plenum.! The theoretical gener- 
alization of this experience is undoubtedly of great value for the further 
successful implementation of the economic strategy, for the shift of the social- 
ist planned economy to the comprehensive intensification of the social repro- 
duction process. 


Enhanced refining of energy sources, raw materials and processed materials be- 
long to the economic processes which deserve a more profound economic analysis 
in this connection. Refining is the decisive way necessary for the continuation 
of the policy of the main task and to guarantee the safeguarding of peace. The 
domestic and foreign conditions for the further shaping of the developed social- 
ist society in the GDR are the cause for developing refining of the energy 
sources, raw materials and processed materials into a determining essential 
feature of the further development of the GDR economy. 


For the political economy the task arises to carefully study the correlation 
between enhanced refining and the intensively expanded reproduction and to 
develop the conditions and prerequisites for a higher economic effectiveness of 
the refining processes in the economy. In this connection, proposals are to be 
made directed toward further perfecting of management, planning and business- 
type accounting. In the following remarks some ideas are presented on this sub- 
ject which are especially designed to stimulate further discussions on this im- 
portant set of problems. 





On the Role of Enhance! Refining in the Process of Intensification of Social 
Production 


One of the central concerns of the economic strategy for the 80's adopted by 
the Tenth SED Congress is the enhanced refining of the energy sources, raw 
materials, and processed materials. “From every kilogram of raw material as 
many high-grade products as in any way possible must be produced by qualified 
work. That is the way we are going to achieve a higher stage of refining for 
the production of our economy."2 


This economic policy orientation toward enhanced refining is directly derived 
from the objective requirements of the intensively expanded reproduction, 
especially because refining is the decisive alternative to further extensive 
expansion of the economic output of energy sources, raw materials and pro- 
cessed materials. The measures instituted in this connection for comprehensive 
development and application of microelectronics, for further development of 
brown coal refining, for expansion of the refining metallurgy, for development 
of permanent finishing in the chemical industry, and others are directly aimed 
at ensuring continuous growth of production and of the national income with 
the available raw material output. Thus important material conditions are 
created to achieve sweeping improvements in the ratio of cost and yield in the 
entire economy. 


In determining the contents of the refining, which at the same time charac- 
terizes its effect on economic progress, one should start from the assumption 
that, in principle, "refining" of the raw materials and processed materials 
takes place in every production process of material utility values. In the 
work process, the work object is transformed into a product that possesses a 
higher utility value than the initial material and in this manner is "refined" 
by human labor. Marx described the "refining process" of the work objects as 
follows: Cotton becomes yarn, yarn becomes fabric, the fabric is printed or 
dyed until finally a garment is produced from it. He came to the conclusion 
that "1. the substance of the cotton was preserved in all these forms" and "2. 
In all these subsequent processes cotton has received a more useful form, 
because it is made more suitable for consumption; until finally it gets the 
form wherein it can become directly an object of consumption, where, in other 
words, consumption of the substance and neutralization of its form becomes 
human enjoyment, its change is its use itself."3 


In the enhanced refining in material production--and only that can be the object 
of the considerations here--what is especially involved is to produce a quali- 
tatively better and quantitatively greater final product for the economy from 
the available energy sources, raw materials and processed materials. Thus re- 
fining is an important criterion of effectiveness of the production, 4 which 
comprises all economic effects connected with the transformation of the work 
objects into material utility values--from raw material production to the 
economic final product. In this connection, depending upon the demands of pro- 
duction and the potentials of science and technology, the qualitative and 
quantitative factors of production growth can be differently developed in the 
various refining processes. 


10 











Viewed in that light, enhanced refining does not constitute a basically new 
element in the development of productive strength considering the fact that 
scientific-technical progress generally is very closely linked with progress 
in refining. 


Under the conditions of a primarily extensive economic development based on 
greater use of raw materials and fuels, refining played only a subordinate 
role; it was concentrated primarily on overcoming the economic limitation for 
individual sources of raw material in relation to the demands of production 
growth. The main efforts in the development of the economic energy and raw 
material base, in line with the constantly increasing demand, were directed 
in the first place toward expansion of the production scales for energy 
sources, raw materials, and processed materials. 


With the comprehensive change to the intensively expanded reproduction, e€na- 
hanced refining becomes a basic feature of economic development, a determining 
growth factor. This is especially linked to four factors: 


l. Since the growth of the production can hardly continue to be based on 
further additional use of energy sources, raw materials and processed materials, 
the quality of the used work objects must increasingly become a determining 
foundation for the increase in output. Marx, too, when he explained the role 
of refining for the economy of objectified labor, pointed out that the pro- 
duction results are significantly influenced not only by the quantity but also 
by the quality of the used work objects. "The circumstances that constantly 
reduce the costs of capital also include refining of raw materials. For 
example, it is not possible to produce the same quantity of twist in the same 
time from good cotton as from bad cotton." 


Especially the following emerges therefrom for the characterization of re- 
fining as a factor of intensification: On the one hand, refining may have a 
consumption-reducing effect on the quantity of the energy sources, raw ma- 
terials and processed materiais used in production. Thus the use of higher 
tensile-strength weldable construction steels--with full utilization of the 
material characteristics--makes possible mass material savings of 10 to 35 
percent in machine, installation, and vehicle building. On the other hand, 
it may have a quality and utility-value-raising effect on the production 
results. Highly finished materials open up far-reaching possibilities for 
fundamental changes of the technical-technological functioning and production 
principles and thus for the production of products with completely novel per- 
formance characteristics. But they also make possible significant improve- 
ments of the technical-economic parameters of many traditional products, for 
example an improved mass-performance ratio, higher functional reliability, 
longer durability, and greater capacity to resist wear and tear. 


2. Comprehensive development and use of the domestic raw material potential, 
which also includes secondary raw materials and by-products, has become a 
main source of the increase of the economic output. What is involved here 

is undoubtedly a very long-term process of importance in principle, namely 
from the aspect of planned proportional development of the economy, 
especially in view of the stepped-up international class clash, as well as 


1] 








concerning the solution of global problems of mankind. Thus the purposeful in- 
crease in the share of domestic brown coal in the primary energy source struc- 
ture to now over 70 percent--despite increasing worsening of the natural mining 
conditions--provides a long-term stable and effective reproduction base for the 
GDR economy. At the same time it constitutes a reaction to the internationally 
changed energy situaticn, corresponding to the structural change in the energy 
base occurring worldwide. 


From the share of the GDR's own output of raw materials and processed materials 
that is high in terms of quantity (roughly nine-tenths) but relatively low in 
terms of value (barely two-fifths) in meeting the demand of the economy (not in- 
cluding agriculture), it is evident that greater utilization of the domestic 
raw material potential in many cases is predicated on significant progress in 
refining. 


The process of fuel oil replacement in the GDR economy makes it clear that in a 
whole series of technological processes direct substitution by domestic crude 
brown coal is objectively not possible because crude brown coal possesses a 
lower calorific value than fuel oil. Therefore, to replace fuel oil in many 
cases refined brown coal products are used, e.g., electric energy, brown-coal 
high temperature coke or synthesis gas. But the example of fuel oil replace- 
ment also shows that use of more highly refined raw materials and materials 
can be abandoned wherever technology and quality of the production do not ab- 
solutely demand it. 


In the purposeful replacement of imported raw materials and processed materials 
by domestic ones, lasting solutions are achieved especially if the entire pro- 
duct assortment is better adapted to the national raw material conditions and 
if in doing so a higher technical-economic level of production is achieved at 
the same time. Therefore, it is important to consistently combine the search 
for replacement of raw-material and processed material imports with the re- 
placement of production by systematically exploiting the technical-technological 
characteristics of the domestic raw materials and processed materials, including 
secondary raw materials and waste products, and utilizing them for increasing 
the output. 


Not rarely is this linked with going beyond the traditional fields of appli- 
cation of these materials, such as in machine tool building by using reinforced 
concrete for framework units. From the necessity of having to save cast steel 
and rolled steel, not only the material assortment of machine-tool building was 
expanded but the specific material-technical parameters of reinforced concrete-- 
such as slight heat expansions--were simultaneously used for significant improve- 
ments of the utility value of the machine tool. 


3. Raising the quality and saving materials must consistently be connected with 
one another. Saving material at the expense of the required quality, or quality 
improvements at the expense of increasing material consumption contradict not 
only the performance and effectiveness requirements of the intensively expanded 
reproduction, they are also unused performance and effectiveness potentials of 
modern engineering and technology. 





By the enhanced refining, economic effects are increasingly achieved in two di- 
rections--for one thing by an improvement of the use features of the products 
and for the other by a reduction of material and energy consumption per product. 
Refining, Guenter Mittag stressed at the seminar of the SED Central Committee 
with the general directors of the combines and the party organizations of the 
SED Central Committee in March 1983 in Leipzig, “is...the decisive path to 
higher quality and greater effectiveness. Wherever the solution of this task 
was approached from this basic attitude, corresponding results are being 
achieved, a decisive saving of energy and material as well as a significant im 
provemsst of the utility vaiue and quality of the products and a greater economic 
vield. 


When enhanced refining in its effect goes beyond the effects of “traditional” 
material-economic measures, such as material and energy consumption norms, re- 
duction of rejects and losses, efficient pattern, etc., this does not indicate 
by any means that measures of this kind will have hardly any influence in the 
future. On the contrary, their importance will grow to the extent that new 
materials with higher values will be used in production. 


The complexity of linking the raising of quality and reduction of material con- 
sumption consists in the fact that different reproduction processes of the work 
objects are being affected--saving of material is a factor of the expenditure 
of work objects, however enhancement of quality is a factor of the transfor- 
mation of the work objects, whereby contradictory developments may happen. 
Improvement of quality frequently demands an expansion of the production pro- 
cess in the direction of higher processing stages, which may then especially 
entail a technology-related increase of the material losses and of energy con- 
sumption if an increase in the number of the individual production stages 
occurs. And occasionally it happens the other way around, namely that material 
savings may lead to quality losses, to a reduced efficiency and reliability and 
to a reduced service life, which, in final analysis, may lead not to saving of 
material but to use of additional material. 


To resolve this contradiction necessitates especially constant renewal of the 
products and production technologies with broadest use and application of micro- 
electronics, modern computer technology, new construction materials and other 
basic directions of scientific-technical progress. 


The distinct improvement of the degree of refining of the products and the con- 
stant renewal of the production more and more form an indissoluble unit: The 
technical and technological innovations developed by the scientific-technical 
revolution are distinguished on the one hand by the fact that they are able to 
cancel out the contrasting development of material use and quality and thus 

make possible qualitative changes in the product generations with fundamental 
improvements of the degree of refining. On the other hand, there can be hardly 
any truly progressive renewal of production which is not also directed toward 
the development of the highest refining effects concerning the performance 
characteristics of the products as well as also concerming material and energy 
consumption. The further development of output and effectiveness in the economy 
will be largely determined by the manner in which it will be possible to achieve 
the enhanced refining and constant renewal of the production as a uniform pro- 
cess on an ever higher ladder. 
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4. The significantly increased and further rising reproduction «»sts for 
energy sources, raw materials and processed materials r :cessitate very far- 
reaching changes in the structure of reproduction. It is especially important 
to decisively weaken or completely eliminate the reproduction effects connected 
with the cost increases which ia fact counteract intensification. The decisive 
importance of the enhanced refining in this connection becomes evident if one 
considers that in the same ratio as the degree of refining grows,the influence 
of rising raw material and processed material prices on the development of the 
prime costs of the products declines. 


For example, if the share of the primary material costs in the prime c~<ts 
amounts to 50 percent, then tripling of the material prices--under ott. ise 
unchanged conditions--would result in doubling the prime costs; but if ctm.- 
share is only 20 percent, then the prime costs of the product in case of the 
tripling of the material prices--under otherwise identical conditions--would 
rise only to 140 percent. 


Obviously this connection between the degree of refining of the products and 
the effects of rising material prices on production costs gain increasingly 
greater importance for the growth of net production and the earning of profits 
in the combines. 


All this makes it evident that the enhanced refining with comprehensive intensi- 
fication of the economic reproduction process does not form any special repro- 
duction form of the funds,equivalent to others,of energy sources, raw materials 
and processed materials, but is directed toward essential qualitative changes 
in their reproduction; toward a reproduction that makes possible economic 
growth by qualitative perfecting and better utilization of the raw material and 
other material resources included in the economic cycle. Therefore, the 
enhanced refining must decisively contribute to developing simple reproduction 
of the production resources to the source of the expanded reproduction of the 
social product. That is to say, the characteristic features of refining in the 
intensively expanded reproduction are directly derived from the changed re- 
lations ae simple and expanded reproduction based on this type of repro- 
duction. 


This economic change of function of simple reproduction for economic growth is 
expressed in the reproduction of the basic assets in a growing shift of emphasis 
from simple replacement to comprehensive modernization; in the reproduction of 
the production resources of energy sources, raw materials and processed 
materials,this change in function increasingly takes place by means of shift of 
emphasis from simple replacement to enhanced refining. 


Concerning the Changes in the Ratio of Human and Objectified Labor 


With the transition to a new, enhanced level of refining in the GDR economy, 
trends are starting to prevail in the reproduction process that hardly occurred 
during the entire course of the past industrial development. This applies 
especially to the development proportions of national income and production con- 
sumption. Reduction of the share of production consumption in the total social 
product has developed into an important source of growth of the national income 
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in the GDR during the past 2 years. In 1980, the share of the reduction of 
production consumption in the growth of the national income amounted to 6 
percent, but in the years 1981 and 1982 combined the reduction was already 44 
percent, i.e. almost half of the growth of the national income in these two 
years was achieved by reduction of preduction consumption. In his closing 
speech to the 1983 Economics Conference, H. Koziolek thus stressed the pro- 
gress of understanding linked therewith in the political economy, according to 
which “the growth of production consumption is no law to which the socialist 
economy is automatically exposed."% 


As long as the development of productivity is based on the quantitatively 
additional use of raw materials and processed materials, the relative extent 
of the raw material or processed material value in the value of the products 
tends to increase, as Marx proved. ? As a result, the value proportions of the 
total social product change in favor of production consumption. This develop- 
ment can only be reversed if the weight of the human labor forming new values 
is increased in the value-forming process and an enhanced value product per 
unit of raw-material or processed material expenditure is produced, which is 
inseparably connected with the enhanced refining of the energy sources, raw 
materials and processed materials. 


Therefore, it is a concern of the economic refining program adopted by the 
Tenth SED Congress to create an additional new value by comprehensive utili- 
zation of the value-enhancing potential of qualified work in production and 
thus to obtain a growing net production and a greater national income per raw 
material and processed material unit. This raises a series of complex qestions 
of value formation and achievement that must be researched even more thoroughly 
in the political economy. 


In forming an additional new value, apparently it does not suffice simply to 
add a greater amount of social work to the raw materials and processed 
materials to be able to assess a higher price for the products. What is 
essential is that the greater expenditure of labor is also economically justi- 
fied by corresponding real improvement in the utility value. That is to say, 
the assigned social labor is especially confirmed as qualified labor with 
higher value-creating potential if it is really reflected in new products with 
higher performance characteristics, in products that co-determine the advanced 
international level, can be produced at low cost and especially achieve high 
returns in export. Therefore the use of qualified labor as an economic growth 
factor signifies in the first place the recognition of greater expenditures of 
labor as a result of the development of the utility value. 


To make qualified labor with enhanced value and utility-value-creating po- 
tential effective is not solely a question of the employment of more highly 
qualified manpower in the direct work process. As Marx proved, the new value 
is determined solely by human labor, human labor remains the sole creative 
element, the “stimulating fire” of production. But to be able to develop the 
value and utility-value-creating potential of human labor, certain objective 
prerequisites are always necessary in production, especially a modern material- 
technical base. The ability of human labor to produce more and higher quality 
products from a given quantity of raw materials and processed materials and to 
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be able to create an additional new value is largely achieved by the nature and 
use of the production equipment, of the machines, technologies, and materials. 
Without a moder material-technical base, it is not possible now nor will it be 
in the future to be able to bring to bear the value-enhancing potential of human 
labor. An additional formation of new value by qualified labor can be achieved 
only if a qualitatively high-grade level of production and iabor is achieved in 
all stages. 


In literature the view is occasionally advocated that an increasing share of 
the national income in the total social product cannot prevail in the long run, 
for this is said to be incompatible with the growing organic composition of the 
production fund. Undoubtedly there are close points of contact between the 
organic composition of the production fund and the composition of the total 
social product, the organic composition lawfully growing with scientific- 
technical progress can unfavorably influence the basic proportions of national 
income and production consumption. But, as has been repeatedly proved in the 
literature, it is not permissible to infer from the growing organic composition 
of the production fund alone about possible proportions between production con- 
sumption and national income; here other factors must be taken into account, 
too, especially fund effectiveness. 10 


But unfavorable effects on the composition of the total social product do not 
necessarily come from a growing orgenic composition of the production fund. As 
it is well known, production consumption consists of more than nine-tenths of 
material consumption and to less than one tenth of depreciations. In contrast, 
the material production funds of the economy are composed to the far larger part 
of the basic fund and to the smaller part of the circulating capital. In GDR 
industry this ratio now amounts to roughly 5:1, 11 


This makes it evident that the organic composition of the production fund in- 
fluences the structure of the total social product not by its dynamics alone but 
also by the change of the proportion of basic and circulating funds. If as a 
result of technical progress structural shifts occur within the material pro- 
duction fund in favor of the basic capital, this can lead to the result that 
even with growing organic composition the share of production consumption in the 
total social product declines. 


This means that an increasing size of the national income in relation to pro- 
duction consumption in the presence of a corresponding structural change of the 
material production fund is definitely compatible with a growing organic com 
position, that in other words objections from this aspect to a trend of a 
faster rate of growth of the national income in relation to production con- 
sumption cannot be convincing. Basically one not only does not exclude the 
other, but the increase in the organic composition of the production fund in- 
creasingly becomes a direct prerequisite for the further reduction of the 
specific production consumption in the economy. 


This becomes especially evident in the processes of enhanced refining. In part 
very extensive investments must be made in the economy to be able to reduce the 
specific material consumption in this manner and to be able to form an additional 
new value. In the SED economic strategy, the contribution of investments to the 
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refining of the raw materials is expressly stressed as one of the two aspects 
for their effective economic application.12 The key points for expenditures in 
this connection lie especially where refining is based on the application of 
fundamentally new technologies and processes and includes the establishment of 
new production installations. 


Thus the refining effect is substartially based on a restructuring of the re- 
sources cf objectified labor employed in production as a result of which re- 
current expenditures are replaced by one-time expenditures; the material and 
energy savings are achieved to some exter: by growing one-time expenditures in 
the form of basic production funds. That is to say, refining, on the one hand, 
counteracts the trend towards a more rapid growth of production consumption in 
relation to the national income, on the other hand it strengthens the trend 
toward the growing organic composition of the production funds caused especially 
by the growth of the basic production fund. From the aspect of the development 
of the effectiveness, especially two tasks are derived therefrom for the imple- 
mentation of the economic refining program: 


First of all, what is important is assuring a high economic benefit from each 
refining measure, whereby the advance of effectiveness with the user must always 
be the starting point. This makes evident the close link of enhanced refining 
to the development of demand, but also points to the necessity of systematically 
developing new effective fields of application for the highly refined products 
and of using them only where they lead to high economic results in final pro- 
duction. Highly refined materials, such as improved construction steels, new 
high-grade plastic materials but also microelectronic components, by themselves 
as a rule do not cause any economic increase of effectiveness (if the export of 
these products is disregarded). On the contrary, their use can lead to a 
partially negative economic effect if the higher costs connected with their pro- 
duction cannot be at least compensated by corresponding progress in effective- 
ness in their application and use. This makes it also evident how important it 
is consistently to start from the economically justified demand in the develop- 
ment of new high-grade materials and to increase the degree of refining of the 
materials only to the point that it can be converted effectively in the final 
production. Therefore enhanced refining is more than the transition to new 
products and technologies; it necessarily includes complex structural changes of 
entire segments of the economic reproduction process, which in most cases include 
several combines and sections and which necessitate further socializaticn of 
production and work. 


Secondly, in introducing new refining solutions, the existing basic assets and 
investments must be used even more effectively and the refining must largely be 
made economically effective by modernization and reconstruction of existing 
material production potential. This underscores the necessity to devote maximum 
attention to the connection of enhanced refining and comprehensive rationalization 
in management and planning. Undoubtedly there will always be refining measures 
that require extensive expansion or new investments. A whole series of highly 
productive refining technologies, especially in the basic materials industry, 
either cannot be achieved at all or only with considerably greater social ex- 
penditures. However, this does not revoke by any means the demand for resource- 
saving solutions for refining, but reinforces the task to limit the extent of 
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new and expansion investments to a minimum and to achieve the advanced inter- 
national level of refining primarily with the existing technological base by 
its modernization and reconstruction. This assumes highly efficient domestic 
production of rationalization means, but also demands inclusion of the compre- 
hensive rationalization of the already existing technological base in the 
scientific-technical setting of tasks for enhanced refining, or to strive from 
the start for such refining solutions which permit a very high degree of use of 
the existing production technology. 


Enhanced Refining and Further Development of the Production Structure in GDR 
Industry 


The extent of the overall economic consumption of important raw materials and 
processed materials is decisively determined by the parts of the production 
profile of the economy that are given priority in development, by the size of 
the share of the sections and productions with high or low material intensity. 
When, e.g., the GDR consumes roughly 50 percent more rolled steel per unit of 
produced national income than the People's Republic of Bulgaria or the 
Hungarian People's Republic, !3 then this is primarily attributable to the 
existing differences in the production structures. With barely W percent, the 
GDR metalworking industry possesses a relatively great share in the total in- 
dustrial production. 14 


The growing importance of structural questions for the further growth of per- 
formance in the economy is also especially connected with the fact that, on 

the one hand, the further development of the output for important mass con- 
struction materials such as rolled steel, aluminum, copper and others is greatly 
limited, on the other hand significant substitution solutions and new action 
principles that could decisively reduce their economic consumption will not be 
available for the foreseeable future. Thus in the material supply structure of 
the metalworking industry no significant changes are to be expected in the 
coming years; rolled steel for some time will remain the most important con- 
struction material despite additional substitution processes. Therefore, the 
question arises concerning the directions in which the production structure, 
especially of industry, will have to be and can be changed to be able to ensure 
continued dynamic economic growth with the available output of rolled steel and 
other importance construction mterials. 


The solution to this problem certainly cannot consist in a general restructuring 
of the industry in favor of less material-intensive, especially rolled-steel- 
intensive sections and productions. Apart from the fact that the existing 
section and production structure of industry has evolved over an extended his- 
torical development process and therefore also cannot be fundamentally changed 
within a short period and then only by using large social funds, it is generally 
not possible to shape production structures mainly according to aspects of the 
material economy. Decisive influence on the development of the production 
structures is exercised rather by criteria such as marketability and foreign 
exchange earning power of the products on foreign markets, inclusion of the pro- 
duction in the international division of labor and in the progressive socialist 
economic integration, development of demand and the market, the specific level 
of qualification of the working people, etc. The metalworking industry, the 


18 





principal consumer of rolled steel in the economy, occupies the top position 
in the GDR not only as regards its production volume but also as regards its 
importance for export. 


The emphasis of the structural development must therefore lie in the cualita- 
tive enhancement of the existing production profile, on a significant enlarge- 
ment of the share of more highly refined products in the production structure 
in all sections and fields. Thus the long-term GDR scientific-technical 
traditions in the metalworking industry, the rich production experiences of the 
working class and of the sciertific-techanical intelligentsia in metalworking 
are being comprehensively utilized and further developed to raise the per- 
formance of the economy. 


The qualitative enhancement of the existing production profile by no means 
excludes special promotion of individual sections or the inclusion of new 
structural elements; on the contrary, they are of first-rate importance in the 
implementation of the economic refining strategy. Research and processing-in- 
tensive developments such as microelectronics, microbiology, construction of 
nuclear power plant installations, optoelectronics, etc. constitute not only 
themselves very impressive results of highly developed and complex material 
refining processes, they also possess great effect on the entire refining 
level of industrial production. 


In connection with the enhanced refining of rolled steel and other mass con- 
struction materials, especially the following processes of the structural 
development play a special role in the GDR: 


1. Raising the qualitative efficiency of metailurgy and the ancillary industry. 


Scientific-technical progress brings about that the design and technological 
connectior between the quality of the final product and the quality of the sub- 
contractor's deliveries is getting closer and closer, that the technical- 
economic level of the final product is influenced more and more strongly by the 
technical-economic level of the subcontractor's deliveries. |! 


This is demonstrated especially in the application of microelectronics in work- 
ing materials and industrial consumer goods. Thus the utility value of a 
machine tool is now determined in the first place by the microelectronic control 
integrated in it and the industrial robotics interlinked with it, which is 
reflected, among other things on the foreign markets, in about three times 
higher per kilogram prices--in relation to machine tools that do not possess any 
microelectronic control device. Backwardness in the technical development of 
important subcontractor's deliveries such as microelectronic components, 
standard parts, gears, therefore are multiplied in backwardness of the final 
products, 


2. Increase in the share of modern material-economizing and material-refining 
processes in the total production processes in the metalworking industry. 


What is especially important in this connection is the greater use of processes 
that also permit effective technological solutions in small and mediumseries 
production, the types of production dominant especially in machine building. 
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The purposeful utilization of modem processes for reducing specific rolled 
steel consumption is inseparably linked with the further development of the 
refining of parts of functional construction parts and tools in the metalwork- 
ing industry. High-precision thermal treatment processes form the direct 
connection to the refining metallurgy, especially in pan metallurgy, to be 
able to make full use of and exploit their high-grade material technical 
effects. At the same time, refining of the parts is an important way to effec- 
tively meet the technologically caused increase in the wear and tear, 
especially in functionally determining components, devices and tools because 
of growing efficieacy of the machines and installations, advancing automation 
of entire processes, increasing demands for precision and exactness of the pro- 
duction, etc.16 For example, by rim zone sheathing or surface treatment, the 
wear resistance and thus the life of functional construction parts and tools 
can be increased by a multiple. 


3. Increasing the share of immaterial work, especially project-planning work, 
in the export of machines and installations. 


In the international investment goods trade, complex orders for complete objects 
play an increasingly important role. The customers increasingly expect complete 
tenders for the solution of their user problems, e.g. the comprehensive recon- 
struction of entire plants or plant departments, thus not only efficient 
machines, installations, and equipment but also the necessary project-planning 
documents for their specific location. The ability of the GDR economy to link 
the export of machines and installations even more closely with the necessary 
project-planning services significantly influences the achievable export pro- 
ceeds and thus the degree of utilization of the used materials. Moreover, this 
ability will essentially decide how industry can stand its ground in the stepped- 
up international competition. 


4. Development of the industrial design into a high-performance field in science 
and technology. 


This task is derived especially from the increasing abundance of the supply of 
technically high-grade products on the international markets and from the in- 
creasing requirements for consumer supply with high-quality industrial consumer 
goods. Of course, the salability of a machine, an instrument or industrial con- 
sumer goods is determined, first of all, by the direct use characteristics, such 
as efficiency, functional safety, and reliability. But to the degree to which 
the differences in the direct performance characteristics of the offered pro- 
ducts decline, the economic importance of the design grows, the design becomes a 
factor determining sales. Therefore using products as top products without top 
designs is hardly possible any longer today. 


Concerning Management and Planning of the Refining Processes 


Experience shows that the necessary progress in the field of refining can be 
achieved only if special attention is paid to it in the complete process of 
management and planning. Even more: management and planning of the refining 
processes increasingly are among the most important foundations and 


prerequisites for perfecting management and planning in their entirety directed 
toward comprehensive intensification. 











Special impertance applies here to the refining concepts. “These concept 
must include essential performance targets of every ministry, every conbine 
in the implementation of the economic strategy, indeed t are the concrete 
experession of the economic strategy for every combine." Their function 
consists in determining all essential tasks that must be solved to guarantee 
in the medium and long term a high and stable rate of the development of 
effectiveness and of the production growth with the foreseeably available 
resources, especially of energy sources, raw materials and processed materials 
as well as of investments based on effective utilization of the latest 
scientific-technical findings and a high rate of renewal of the production in 
the medium and long term. What is involved here are especially the linking of 


five components: 


1. The tasks for product and process development to be derived from the 
prognostic changes of user needs obtained from market research. This requires 
clear ideas especially on the development of the principal parameters of the 
most important products and technologies. 


2. The developmental trends foreseeable in the field of research of engineer- 
ing and technology, of the qualitatively new technical solutions. These 
include especially such fundamental developments as microelectronics, robotics, 
the biotechnologies etc. that make it possible to attain a noticeable pcw value 
increase by their application in production. 


3. Estimates of the resources in energy sources, raw materials and processed 
materials available in the future, whereby the purposeful development of the 
material use potential of domestic raw materials, by-products and scrap 
materials is provided with a Long-term orientation. 


4. Possible main directions of basic asset reproduction and manpower deve lop- 
ment. 


5. Necessary changes in management and economic organization, especially in 
the cooperation and combination of the production. 


What is significant is the fact that all five components have a relatively in- 
dependent meaning, whereby a measure of dominance must be assigned to the first 
component. However, the basis of the refining concept is optimal combination 
of all components. Thus the available resources must be regarded as an im 
portant starting point for scientific-technical solutions. It is obvious that 
the connection between the refining concept and the science and technology plan 
is very close to the developmental concepts of the combines. Nonetheless the 
refining concepts must be regarded as a special control instrument that cannot 
be replaced by anything else, that at the same time is indispensable for the 
qualification, better justification of other concepts and plans. 





With the transition to higher levels of refining in the combines, an accelerated 
verticalization of the production process takes place, a verticalization that is 
linked to consequences for the management organization. Studies in combines of 
the basic materials industry have shown that management and planning of the re- 
fining processes exclusively by fields such as plant managements, sections, 





departments, etc. is not effective enough to effectively master these processes 
in their entire complexity and wiversality. From the aspect of an individual 
field, the overall cunnections of the growth relations connected vith refining 
frequently cannot be comprehensively judged in their dynamics. Frequently 
hundreds or more than one thousand intermediaie products from the most varied 
fields are assigned to the individual refining processes and must be co- 
ordinated and adjusted by management, something that cannot be implemented by 
means of the existing management structure alone in the required quality and 
time. 


In periecting management and planning in connection with enhanced refining, it 
cannot be the purpose to abandon or change tested management structures and 
principles but what is involved is to supplenent the management structures by 
meaningfully combining the responsibility for the field with the process 
responsibility. It is especially important to guarantee management and planning 
of the refining processes by uniform coordination of the fields while maintain- 
ing responsibility for the fields. In this connection, the conceptual pre- 
paration, management and planning of the refining processes following specific 
refining lines have proved successful in various combines. 


A refining line is defined as a management-organizational, measure-related 

part of a vertically structured production process within a combine. It com 
prises all necessary economic and <~chnical-technological tasks and measures to 
produce high-grade final products by stepwise processing of working of the raw 
materials and processed materials. To guide the refining lines, refining line 
councils are formed in individual combines which possess the status of a 
permanent interdieciplinary working group and are managed by a technical di- 
rector on behalf of the general director. The refining line councils discuss 
all management, planning, and accounting questions related to the implementation 
of the tasks and measures of the refining line as well as the coordinating sub- 
ject and time assignment of the capacities of the fields belonging then. 
Members appointed to the refining line councils are the most important 
“scientifically most knowledgeable persons" of the product group concerned, 
mostly the directors or their deputies of the fields concerned. The results 

of the discussions result in decision proposals which are submitted to the 
general director and then achieve binding character by means of the existing 
channel for issuing directives. Thus friction losses are limited and “double” 
management structures are avoided. That is to say, the existing management 
hierachy is not overruled or loosened but supplemented. The additional manage- 
ment expenditure connected with the work of the refining line councils is 
justified especially where a multiplicity of raw materials and intermediaic 
products from several fields belong to one refining line. 


With management and planning of the refining processes according to refining 
lines and refining line councils, the unity of stability and flexibility of the 
reproduction process in the combines can be strengthened and the effectiveness 
of these processes can be fostered because thus 


--the possibility is created to tighten the management and planning process and 
to apply the resources in a more concentrated manner; 
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--the assessment of the technical-economic parameters of the refining program 
can take place uniformly and ciearly from raw material to final product through 
every step of the processing and working and beyond the limits of the fields; 


--exact measurement and assessment of the degree of refining as well as the 
entire effectiveness of the refining process are made possible. 


Overall it becomes evident that the necessary economic growth vitally depends 

on how it is possible to achieve enhanced refining on the scale of the entire 
economy. Its performance and effectiveness-increasing effect will occur to the 
desire’ extent if the use of the subjective and material potentials goes hand 

in hand with the direction of the management and planning processes towards the 
tasks of enhanced refining. Finally, what is at stake is to achieve a per- 
formance and effectiveness push by raising the qualifications of the entire 
system of management and planning by means of enhanced refining, a push that 
makes it possible to continue the policy of the principal task under the complex 
conditions. 
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GERMAN DEMOCRATIC REPUBLIC 


BRIEFS 


NICARAGUA TEXTILE COOPERATION--Karl-Marx-Stadt, 15 Nov (ADN)--The GDR's textile 
engineering industry will participate to a considerable extent in the recon- 
struction of Nicaragua's light industry enterprises. In the short-term, it 
will equip the clothing sectors of 10 small textiles factories with industrial 
sewing and cutting machinery, automatic embroidery machines, and high-power 
knitting machines. A further contract provides for the modernization of enter- 
prises for textile finishing in Nicaragua. [Excerpts] [East Berlin ADN Inter- 
national Service in German 1420 GMT 15 Nov 84 ID] 


ANGOLAN LABOR MINISTER--On 9 November Werner Krolikowski, SED Central Committee 
Politburo member, received for a talk Horacio Pereira Braz de Silva, Angolan 
minister of labor and social security. They expressed their satisfaction with 
the Treaty on Friendship and Cooperation and the level achieved in cooperation 
and the development of relations. Both partners in the talk resolutely con- 
demned the aggravation of the international situation by the course of con- 
frontation and intensive armament of the aggressive circles of imperialism in 
the United States and NATO. The Angolan minister reported on the struggle of 
the Angolan people to preserve the territorial integrity of the country and 
stabilize of the GDR Government in the vocational training of young Angolan 
working people. Werner Krolikowski reaffirmed the GDR's solidarity with the 
Struggle of Angola. [Summary] [East Berlin NEVES DEUTSCHLAND in German 10-11 
Nov 84 p 2 AU] 


AID TO ANGOLA--The GDR is to give increased help to the People's Republic of 
Angola in the development of industry and agricuiture. Relevant agreements 
were concluded today by the two countries’ foreign trade ministers Soelle and 
Martins. They signed a protocol in Luanda on next year's trade. The protocol 
provides, among other things, for experts from the GDR to continue supporting 
enterprises in Angola. The training of cadres will also be continued. [Text] 
[East Berlin Voice of GDR Domestic Service in German 1800 GMT 17 Nov 84 ID] 


FARM GROUP PRAISED FOR PRODUCTION--Farmers in the five cooperatives of the 
Marxwalde cooperation unit, Seelow District, this year achieved the highest 
ever soil yields and livestock production. They propose to repeat, stabilize 
and consolidate these results in 1985. They adopted their competition program 
today after a detailed discussion. Werner Felfe, member of the Politburo and 
secretary of the SED Central Committee, praised the close links between science 
and farming practice, as reflected in their ambitious targets. Further high 
production increase, he said, was essential in order to supply the people with 
food, and industry with raw materials in an exemplary manner. [Excerpts] 

[East Berlin Voice of GDR Domestic Service in German 1800 GMT 28 Nov 84 LD] 
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HUNGARY 


CHANGES IN AGRICULTURAL PRICE, FINANCIAL REGULATORS PUBLISHED 
Budapest MAGYAR MEZOGAZDASAG in Hungarian No 44, 31 Oct 84 p 5 


[Unsigned article: "The 1985 Changes in the Agricultural Price and Finance 
Regulators" ] 


[Text] The Council of Ministers discussed the experiences in the functions 
of the price, financial and subsidy system of agriculture and adopted a 
resolution concerning the changes to enter into force in 1985. 


The changes in the regulators and related measures should give rise to a pro- 
duction system that meets more effectively both domestic and foreign demands. 
They should further improve quality and save expenses, should improve produc- 
tivity and thriftiness and as a result of all this should enhance our inter- 

national competitiveness. 


Price System 


In the area of important production tools and materials which are used in 
agriculture, the purchasing price of agricultural fertilizers will rise, as 

a result of the decrease in price-subvention and the increase in import prices 
and marketing expenses, at the beginning of 1985, by 8 percent. In the frame- 
work of the 1985 modifications of prices and regulators the lawmaker took 

into consideration the fact that the agricultural purchase prices of plant pro- 
tecting agents and herbicides are expected to rise by 4-5 percent during the 
coming year, and that as a result of changes in the production and import 
costs, the prices of machinery, spare parts, construction materials, certain 
energy carriers and other materials will also rise, although to a lesser ex- 
tent. 


The consumer prices of small agricultural machines will rise, concurrently 
with the cancellation of subsidies, by an average of 11 percent. 


The agricultural purchasing prices of cereal, protein and mixed fodders will 
not change. 


In erder to counterbalance the justified increases in costs, the prices of 
the freely priced agricultural products will be increased, and the following 
official price increases will take place: 
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In order to improve the profitability of cattle breeding, the large farm 
price subsidy on milk rises by 0.40 forint per liter, and on slaughtered 
cattle by one forint per kilogram. 


With an improvement in the profitability of sheep breeding in mind, the 
government raises the purchasing price of slaughtered sheep by 9 forints per 
kilogram and that of unwashed wool by 4 percent. 


The purchasing price of sugar beet will be increased, in order to improve the 
profitability of its production and to fully meet the domestic demand for 
sugar with the help of supplies of Hungarian origin, by 10 forints per 100 
kilogram. 


In order to raise interest in apple growing, the purchasing price of winter 
apple will rise by 0.50 forints per kilogram. 


In addition, further progress will be made in the differentiation of prices 
according to quality and the role of prices in prodding improvements in 
quality will be enhanced (for example: sunflowers, sugar beets, hogs fattened 
on small farms, etc). 


From the current subsidies to farming, the subsidy granted for the replacement 
of discarded ewes in sheep breeding will be cancelled and the large farms will 
receive a subsidy of 3.40 forints per kilogram on the sales price of slau- 
ghtered animals instead. 


The Subvention System of Investments 


1. Credits received for certain investments will continue to be eligible 
for interest refund, the extent of which will rise from the current 2-4 
percent to 5-7 percent in case of investments. 


2. The purchase of irrigation machines will be automatically subsidized by 
20 percent of the purchase price. 


3. In addition to the subsidy granted for the purchase of vegetable growing 
machines, the specific machines of sugar-beet growing may be eligible for 
a sudsidy of maximum 40 percent beginning next year. 


4. Subsidies for the construction of new hog-breeding farms are cancelled. 
Yet a financial support of up to 35 percent may be granted for the moderniza- 
tion and expansion of the existing farms, in case the investment in question 
aims at energy savings, or the utilization of waste or second-rate materials. 


5. Subisides for the establishment of milk cow accommodations 
which were fixed before at 18,000 forints per unit, will be decreased to 
12,000 forints. 


In the future the investment subsidies regulated by this decree will be 
available--in case of the implementation of a definite investment goal--also 
for the food processing enterprises covered by the decree. 
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According to the new conditions of subsidies for the farms with unfavorable 
production conditions, will be eligible for subsidies, beginning in 1985, all 
those in which the value of the per hectare average yield of the cropland 
did not exceed on 31 May, 1984 19 gold crowns. 


The farms will receive differentiated price subsidies, according to their sales 
revenue and depending on the gold crown value of their cropland. The rate 

of these subsidies will range from 3 to 24 percent in case of plant produc- 
tion, cattle, sheep and goat breeding, and for the products of the other bran- 
ches of animal husbandry from 3 to 12 percent. 


Taxation and Income Regulations 


The system and rates of taxation will remain generally unchanged. However on 
account of city and village taxes instead of the current one percent 3 per- 
cent of the gross income will have to be paid. 


Insofar as income regulations are concerned, the farms and enterprises can 
choose now from among three systems. Once the system is chosen, no change 
is possible for 3 years. 


1. In case of the regulation based on the wave fund pending on the added 
value, the wage fund can be increased by 0.4 percent on the basis of each i- 
percent increase of the added value in comparison with the previous year's 
stand. If the index declines, the tax-exempt wage fund must also decrease. 


2. In case of the regulation of wages based on the gross income level, tax- 
exempt wage increases between 0 and 0.60 percent can be instituted pending 

on the formation of the previous year's gross per capita income. The incen- 
tives for vegetable growing and rational labor economy will remain in force. 


The two aforementioned forms of taxation are complemented by a provision con- 
cerning profit share payments pending on the per capital profit level, which 
may be tax-exempt to the extent of 1 to 18 percent of the wage fund. 


3. In case of the income taxes on large enterprises, the rate of the tax is 
based on the total amount of the employees’ income they earned from the 
enterprise. The rate of taxation will be groupwise progressive (between 0 and 
50 percent) and taxes are to be charged to profits of the farm or enterprise. 
In order to keep the outflow of incomes within the planned framework, a 
temporary complementary rule has been inserted, according to which additional 
income tax must be paid on average wage increases in excess of 5.5 percent, 
which is disproportionate to the ratio of increased productivity. 


Investment Purchasing Power Regulations 


Instead of the current complex and multi-channel system, the investment 
purchasing power in the farming and food processing enterprises will be regu- 
lated by the accumulation tax, the basis of which will be the investment 
expenditure, plus the amount turned over to the revolving fund. The rate of 
tax will be 8 percent on hectare values of up to 14 gold crowns, from 14 to 
19 gold crown hectare values 20 percent, and beyond that 23 percent. 
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From the accumulation taxes will be exempted new plantations, meliorations, 
certain purchases of machinery which serves the farm's basic activity and 
growth in the stockpile of the farm's own agricultural produce. 


Beginning 1985 the formation and utilisation of the funds and the regulations 
concerning income distribution will change significantly. The net income after 
city and village taxes and income taxes, as well as the amount available 

from amortization in a given fiscal year will be turned over to the united 
interest fund. All those outlays which cannot be accounted for as expenditures 
or investments, can and must be financed from this fund. The most important 
of these are the liabilities toward the state and the bank (income-regulating 
taxes, amortisation of development credits, etc), refilling of the revolving 
fund, disbursements of investments and participation character, purchase or 
amorti ation of bonds, innovation fee, etc. 


In order to ease the liquidity problems of the state farms, a centrally 
managed so-called Enterprise Cooperation Fund will be created along the lines 
of the Mutual Relief Fund, which has been functioning in the area of agricul- 
tural cooperatives. 
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HUNGARY 


COMPETITIVENESS OF HUNGARIAN AGRICULTURE DEBATED 
Budapest KOZGAZDASAGI SZEMLE in Hungarian No 10, Oct 84 pp 1205-1216 


{Article by Dr Erzsebet Lazar, section head, Ministry of Financial Affairs: 
"The Competitiveness of Hungarian Agriculture; An Answer to the Article of 
Miklos Mentenyil"}] 


[Text] In his article the author promised an answer to a question of great 
interest. The direction and magnitude of the development of our economy really 
are determined by the extent to which we are and will be capable of offering on 
the internal and especially on the external market goods which can be sold in 
such a way that they will return our expenditures and bring an “honest” profit. 


But can our market prospects be judged and can our economic competitiveness be 
measured in the way used in the article? Is a method which compares national 
prodw'tion price levels and production costs suitable for this, a method in which 
we compare the national producers’ prices of the developed capitalist countries 
(West Europe and the United States) with ours in such a way that we relate the 
price levels by bringing the exchanges to a common denominator and perform the 
recalculation with the aid of the forint/dollar rate of exchange in the subject 
year? 


In what follows I intend to comment on these questions, on the method of com- 
parison used and the conclusions drawn from it, and I will try to bring before 
a broader professional public opinion a picture of the problems of the agri- 
cultural price and support system which I have developed--as the result of a 
radically different view of the question of competitiveness. 


In Regard to the Method of Comparison Used 


To draw conclusions about the international competitiveness of products--even 
of branches--ignoring the national peculiarities of the categories of price and 
production cost and on the basis of the higher or lower nature of the national 
price levels alone is a daring undertaking. 


The national peculiarities of prices (or production costs) are interdependent 
with the productivity of labor, the standard of living and the substantive 
differences deriving from the accounting relationships of the production costs-- 
that is, with the so-called price structure differences. 
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The production costs of products can be different in two countries even at the 
same level of the productivity of labor, and vice versa, the price can be the 
same despite differing degrees of the efficiency of labor, which derives from 
the character of the expenditure (production cost) or from the fact that the 
processes of producing, distributing and redistributing the new value“ are 
reflected in cinem, or peculiarities (differences) are reflected in them which 
involve the national money relationships. 


As for the other circumstance interdependent with the national peculiarities 

of prices (production costs), the standard of living, the factors of this con- 
sist of work incomes and social allotments. It follows from this that the price 
(production cost) relationships are connected not with the standard of living 

in general but rather with the distribution form of consumption and wage income, 
which appears in the production cost as a wage cost.2 Given two countries which 
produce with the same natural and technical conditions and the same efficiency 
of labor, the production cost (price) will be greater for the one in which the 
standard of living is higher or, in the event of the same standard of living, 
the one in which the weight of money incomes is greater. 


In regard to cost accounting also the national producers’ prices cover gigantic 
differences, which are expressed in price structure differences. The basic 
differences in accounting are the following: 


a. Differences in the price mechanism, or the role played by supply and demand 
relationships in price formation (whether there is such a role and if so what 
role the market has). So the rate of profit realized in the producers’ prices-- 
and the differentiation of it by product--covers not simply the internationally 
measured differences in efficiency, it also involves the process of price for- 
mation. 


b. Differences in the methods of domestic price formation for export and import 
products: how close the link is between the national producers’ prices of this 
or that country and the foreign trade prices--distorted by direct or financial 
bridges. 


c. Differences in price formation: 


--there may be factors in the production costs of some countries which are ig- 
nored in another country as a constituent element of profit, or which simply are 
not used (for example, land use fees, land tax, property insurance or interest 
on bank credit used as circulating capital); 


--accounting for amortization, the decreased value of fixed capital, is regu- 
lated by obligatory prescriptions under our conditions--it is paid back among 
the costs--while under capitalist conditions amortization is not a cost but 
rather a value creating element, it is generated where and to the extent that 
the market recognizes the investment of capital in the prices; 


--whether the materials and tools of production used in the production of a 
product appear in the product price equal to the work expended on them or whether 
they are burdened by a state tax or made cheaper by a subsidy (production taxes 
and supports). 
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d. In addition to the foregoing the price structure differences of agricultural 
producers’ prices also appear in how the producers’ (purchasing) price or the 
combination of budgetary supports and taxes determine the income relationships 
of agriculture. It is weil known that while some countries combine their pur- 
chasing prices, which are relatively low compared to the expenditures, with 
budgetary supports outside of the price as generally interpreted (this char- 
acterizes the present domestic conditions also), others (for example the coun- 
tries of the Common Market) try to see to it that the price basically provides 
the return, and supports outside of this serve precisely defined (structure 
transformation, development and export) goals. 


As for the domestic agricultural supports, which are on a quite broad scale, 

the path of direct supports for current production, in addition to the con- 
sumers’ price and export price supports, can be followed--more or less--in 

the products. The situation is more difficult with indirect price supports-- 
extended for tools of production and industrial materials--and with developmental 
supports and especially with supports for farms with unfavorable natural con- 
ditions. 


When quantifying the price level increasing effect of the latter, for example, 
one must go to the marginal cost (which is not the same as the pricing of the 
total support), because this support element is interdependent with that char- 
acter of domestic price level policy which limits the differential land contri- 
bution. While capitalist agricultural producers’ prices are determined by the 
cost-yield relationships of average level farmers on the worst quality land 
still brought under cultivation* the domestic agricultural producers’ prices 
are tied essentially to average land quality. Domestic agricultural prices are 
tied essentially to average land quality. Domestic agricultural prices are 
supplemented by extensive supports--outside of the price--which the state pays 
in order to avoid the impossibility of farming by those with land quality less 
favorable than the average. (In principle the source of the support was to 
have been withdrawal of the differential land contribution--the land tax--but 
in practice the magnitude of the tax is small in comparison to the supports.) 


With the above, not at all complete, listing of the factors influencing the 
magnitude of national producers’ price levels I intended to illustrate the com- 
plex composition of the factors to be considered in the course of a comparison; 
these factors make of dubious value conclusions which can be drawn from a 
mechanical comparison of national proudcers' price levels--with the aid of rates 
of exchange. (That is, conclusions in regard to whether we produce some product 
“expensively or cheaply" on the basis of international comparison, or whether 
the support we turn to agriculture is little or much). 


In my opinion, if the category of producers’ price or production cost is to be 
suitable for the purposes of international comparisons then we would need, be- 
fore all else, to perform the calculations according to the same type of pro- 
duction cost, in a uniform price structure, since the national peculiarities 
niding in the accounting relationships are obstacles to the comparability of 
troduction conditions which cannot be ignored. In this case the differences 
hiding in the accounting relationships might "disappear" and the prices would 
reflect the differences in the productivity of labor and in income relationships 








or the natural, technical and economi- conditions of the production of the 
countries or those differences which appear in regard to the standard of living. 


Since essential elements of the differences existing in the national "calcu- 
lation systems" (accounting relationships) are definitely expressed in the price 
level then, where an economically determined rate of exchange is available, one 
might imagine, in principle, a mechanical price and production cost comparison-- 
standardized with the aid of the rate of exchange--because this could make the 
price structure differences largely indifferent. (If, for example, some country 
calculated out of the costs those expenditures which are taken care of by another 
country with budgetary financing, outside of the price, then the price structure 
difference thus arising is rendered largely indifferent by the fact that the 
foreign exchange of the latter country is valued higher compared to the former.) 


In practice however, even in the case of convertible exchanges, the rate of 
exchange faithfully expresses the ratios of the national producers’ price levels 
only if: 


--the country is organically incorporated into the world market, with internal 
and external market prices mutually affecting one another; 


--market relationships rule domestically, and capital flow makes possible the 
realization of comparative advantages, primarily in the case of products where 
the country determines the price on the market. 


When a country cannot meet these conditions its rate of exchange is determined 
primarily on the basis of the (average) export production cost, and the rate of 
exchange will necessarily be higher--as a result of differneces in its export 
and production structure and because of the expense of producing for export-- 
than if it had been determined by the cost of domestic marketing (the national 
producers’ price level). The effect of this on the rate of exchange is "de- 
valuing" compared to what would be justified by the national producers’ price 
levels; namely, in the course of the recalculation--done with the aid of it-- 
it carries the devaluing relationchine ‘nen the producers’ price level of the 
countries being compared, and distorts the price level ditterence. 


It follows from the foregoing that in our case--via the requirement to stan- 
dardize the price structures needed for the comparison--everything which is 
really a foreign exchange problem precipitates out as a price problem and the 
price comparison used can produce an entire series of misleading conclusions 
contradicting reality and unrealizable “advantages” are aiscovered when we do 
not turn to our profit our really existing advantages and natural conditions.? 
In all certainty we might discover a “similarly favorable" situation for another 
branch of the economy using this “method,” which in theory would give us a 
comparative advantage. But practice--unfortunately--does not follow the 

theory, and in world market competition even the advantages of our really low 
costs frequently are not realized. 


Let us take, for example, the cost of live work use, which was substantially 
undervalued in our producers’ prices in the past 10 years--and was lower than 
justified by the standard of living and productivity differences appearing in 
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an international comparison as well. As a result of the strongly increasing 
over-valuation of the live work costs in capitalist countries this relative 
under-valution even increased during the 10 years, but it did not provide us a 
more favorable return on expenditures in the export prices, rather it created 
an extensive system of state rebates (export supports) and led to a deterior- 
ation in the valuation of live work in export.® 


All this was not a consequence of the world market price explosion or even of 
the deterioration in the terms of trade, for both affected most of the developed 
capitalist countries as they did our country. It was much more interdependent 
with the fact that while the serious economic problems of the past 10 years in- 
creased the efficiency requirements in the capitalist countries most strongly 
in regard to live work use--as a logical consequence of the fact that they also 
could counter-balance the disadvantageous change in world market conditions 

only with the efficiency cf the creation of added value--for us live work became 
a factor of production to be squandered more and more, and the excessive use of 
it led to a deterioration of the efficiency of social production and to a re- 
duction in the ability of the country to produce national income. 


In this way also the price losses of our export increased the disadvantages we 
suffered due to the unfavorable terms of trade, as a result of which the cost 
of generating capitalist foreign exchange constantly increased. Our payment 
difficulties, the necessity to cut back imports and encourage the quantity 

of export and the supports burden of this--finally--forced a series of devalu- 
ating rate of exchange steps. 


A devaluating rate of exchange policy in itself does not lead to an expansion 
of export (if economic policy does not use in time those tools which prompt an 
improvement in the efficiency of export), even less to the development of an 
efficient export structure, rather, by lowering the return requirements, it 
produces a sort of "liquidation" of export, and finally produces a deterioration 
in the external economic balance. 


In such a situation it would be an illusion to judge the cost level of any 
economic branch to be relatively advantageous in an international comparison, 

or to find the level of support for it correct. So if we are to bridge the 
price structure differences--with an “editing” of the same type of production 
costs or with the aid of an economically determined rate of exchange in 
accordance with the foregoing--then we cannot rely only on the conclusions to 

be drawn from a comparison of national price levels either, rather “classifying” 
the price level differences will require an additional, very circumspect 
analysis. And it is not at all a matter of indifference whether the price 

level difference derives from actual efficiency differences or from differences 
in the distribution relationships (from the peculiarities of the national 
financial systems) or possibly from differences in the standard of living. 

If, for example, the price level differences involved are not determined by 
differences in productivity but rather it is only that the differing standards 
of living of the countries being compared give rise to a favorable price level 
shift for some product then this does not represent an unambiguous advantage, 
especially in a foreign market competition where over-production and speculation 
stabilize the world market prices at a low level--so that export subsidies are 
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the price of competitiveness. Indeed, the export support need of the lower 
producers’ price level could appear as an even larger relative burden (compared 
to per capita net national production) than that of a higher national production 
price level at a higher stage of economic development. 


A conclusion which can be drawn from price levels reflecting only national value 
relationships and ignoring real processes (production economy, efficiency of 
tool use, materials and manpower, level of yields, level of crop production and 
animal husbandry work, etc) can be so misleading that it can present us with the 
need to increase supports--illustrated with international examples--as virtually 
the only prospect for agricultural production and export when there are also 
ample lessons from international comparisons of how a country weak in raw m- 
terials and energy should “prize” its good agricultural conditions and exploit 
the potential possibilities in the branch. 


Holland might be an example of this, for the economies of the two countries 
show similar traits in a number of respects (small base area, high population 
density, lack sf raw materials, the important role of foodstuffs trade, etc.). 
All we lear. about its agriculture from the disputed article is that the 
producers’ price, in forints, for every product discussed (wheat, slaughter 
hogs, slaughter beef, milk) is higher than ours, so we are “cheaper” and thus 


competitive. 


One might ask how we come to this example in milk production, when in Holland 
the annual milk yield per cow reached our 1981 level in 1950 (3,800 kilograms) 
and in 1979 they reached a yield of 5,200 kilograms with a feed use of 400 grams 
per kilogram of milk while we needed about the same specific feed use to reach 
our present substantially lower yield level. 


Or let us look at the daily weight gain in hog fattening, which characterizes 
use of buildings and permanent expenses in general; this was 620 grams in 
Holiand in 1976-1977 while the index for fodder conversion (the amount of feed 
used for one kilogram increase in weight) was 3.24 kilograms. On large 
Hungarian farms the daily weight gain of porkers was 468 grams in 1977 and is 
not more than 500-520 grams today, and the feed used for one kilogram increase 
in weight was 4.23 kilograms in 1977 and around 4.10 today.’ 


One might question the justification of the international comparison used for 
agricultural producers’ prices in regard to the countries compared also, since 
it is well known that the internal agricultural producers’ prices of the de- 
veloped capitalist countries of Western Europe, and especially of the member 
states of the European Community, are kept high and are influenced by factors 
which make a comparison--and the conclusions drawn from it--of dubious value. 


Following the Second World War the development level of industry in Western 
Europe made possible a protectionist agricultural policy manifested in agri- 
cultural producers’ prices which were kept high compared to world market prices; 
defending agricultural production against import, or the balance of payments, 
made this necessary; and increasing unemployment and political and social policy 
factors have preserved it up to the present. So in neither the past nor the 
present was the agricultural price policy of the developed Western European 
capitalist countries--a policy which departs from real market needs--determined 
by export efforts. 
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It is another question that the producers’ prices, kept high and divorced from 
market conditions, encouraged the producers to increase their production-- 
uneconomical in comparison to world market prices--to such a degree that finally 
it exceeded what was intended (the level of self-supply) and led to the accun- 
ulation of surpluses on the internal market and within the Common Market inte- 
gration, prompting a search for export markets to get rid of them. In this 
way, today, the Common Market exercises pressure, not only with its price 
equalization system but also with its supply, on the otherwise low level agri- 
cultural prices corresponding to the favorable expenditure-yield conditions of 
the large overseas exporters, and pays an awesomely increasing export subsidy 
for market competitiveness in order to get rid of its surpluses. 


So their economic problems, intervention expenditures, storage costs, export 
subsidies and unsold supplies increase together with the increase in agricultural 
production. The oppressive problems have now increased to such an extent that 
even experts from the developed capitalist countries are citing the agricultural 
policy of the Common Market as a failure of economic policy. We can hear ever 
hotter statements from the member countries that they would like to free thenm- 
selves from the state housekeeping and consumers’ burdens of agricultural price 
levels which are kept high.® It may well be that these burdens represent for 
them a “bloodletting” which is a good bit smaller in proportion (considering 

the high level of their industrial development, the abilities of their econ- 
omies to bear the burden and the ratio of the deficit export due to agricultural 
products) than the budgetary and consumers’ burdens of our export-oriented 
agricultural production, burdens which are tied to the “lower” (7) producers’ 
price level but which are still too great compared to the export prices which 
can be obtained (with regard to their weight in total export too) and compared 
to domestic solvent demand. 


After this, in order to prove how far from our real situation the statements 
made on the basis of the disputed method are--and according to these statements 
our production is cheaper even than the agriculture of the United States--let 
me try to present an index well recognized ia the theoretical literature and 
internationally accepted, the so-called rate of nominal protectionism, giving 
an international comparison. 


Since Hungarian calculations of this character are not prepared in a time series 
it may be sufficient to publish the indexes for 1975-1980 for the other countries 
too. By presenting the development of the index every 5 years I intend to call 
attention to a few interesting and instructive trends: 

--If we treat the “rate of protectionism” as a measure of a sort of "isolation" 
of the national economies, then Switzerland and Japan lead in the area of agri- 
culture with a rather great “advantage”. 


--Nor does Hungary lag far behind, although its agricultural producers’ price 
level is determined not by protection against the external market but rather 
by its export orientation. From this viewpoint it is worth noting the rate of 
the United States, which today is practically equal to zero! But even the rate 
of other European agricultural exporter countries remains substantially below 
the others (for example that of Holland or Denmark or even France). 





--Switzerland has used a very high rate throughout--price level diversion--for 
unique political and economic reasons. The rate of Japan is high, indeed very 
high since 1965; it reached the level of the EC in 1960 and that of Switzerland 
5 years later; and this is interdependent with the fact that in these years 
industrial growth has been very high in Japan.? 


Table No. 1. The Rate of Agricultural Protectionism in the Developed Capitalist 
Countries and in Our Country (percent). (The rate of nominal protectionism 
equals production at domestic prices minus the annual production of the country 
at world market prices divided by production at domestic prices.) 





Country 1955 1960 1965 1970 1975 1980 
United States 2.3 0.9 7.6 9.8 3.8 -0.1 
EC 23.3 24.3 28.1 31.5 20.8 26.0 
France 23.8 18.5 21.9 30.6 21.9 22.8 
FRG 21.9 28.9 31.9 30.7 26.4 29.6 
Italy 29.5 29.9 34.7 37.1 23.3 32.9 
Holland 10.7 18.1 23.3 25-9 22.4 20.2 
Great Britain 25.9 25.4 15.9 19.9 15.3 24.3 
Denmark 4.3 3] 4.3 13.6 15.5 19.6 
Sweden 23.8 28.7 31.7 36.8 26.8 33.6 
Switzerland 34.7 35.5 39.4 45.7 46.5 53.1 
Japan 15.0 29.3 40.3 42.1 42.7 45.5 
Hungary 30.0 


Source: The foreign data were published in the 8 December 1983 issue of NEUE 
ZURICHER ZEITUNG under the title "Protection of Japanese Agriculture (An Inter- 
national Comparison)" (ALGY). 


The Hungarian data are an OAAH [National Materials and Price Office] calculation 
prepared prior to the 1980 agricultural price system adjustment, in the course 
of preparatory work. (See Bela Csikos-Nagy: "Hungarian Price Policy", Economic 
and Legal Publishers, 1980, pp 119-121; and Bela Csikos-Nagy: "The Foodstuffs 
Economy in the Mirror of Price Policy", GAZDALKODAS, November 1980, No 11.) 


The world market price model calculation of the OAAH pertains to products making 
up about 90 percent of the value of purchases (plow land, garden and animal 
products) and takes the 1977 capitalist market prices as a base. 


The foreign data considered the prices of six types of grain (wheat, rye, 
barley, oats, corn and rice) and sugar beets and potatoes. The data used come 
from the various governments, from the FAO, the OECD and the EC Committee and 
the calculations were done by the Forum for Policy Innovation (Tokyo)--a uni- 
versity institution. The "rate of nominal protectionism: gives the measure 
by which the governments raise their domestic prices above the world market 
prices--by trade restrictions, by purchasing obligations (state intervention), 
by price controls and by subsidies. (Thus it does not contain that area of 
supports which are offered by the governments of some countries, including ours, 
to support agriculture in production and development in the most varied ways 
and to the most varied degrees.) 
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We must ask as a question to be considered if the development of domestic in- 


dustry or the industry of an international integration (CEMA) can be the “patron” 
of the relatively high rate of our country--a rate which, it appears, has been 
increasing since 1980? 


--The “rate of protectionism" increased between 1955 and 1970 not only in Japan 
but in the developed capitalist countries in general, which is interdependent 
on the one hand with the drop in world market prices and, on the other hand, 
with the founding of the EC or the joining of additional countries (for example, 
Denmark). But it is a very important fact that in the last decade, in a period 
of world economic crisis, the rate of protectionism dropped in the developed 
capitalist countries--with the exception of Switzerland and Japan--despite a 
development of world market prices unfavorable for agricultural products. 


One could dispute the substantive identity of the domestic indexes and those 
calculated by the Forum for Policy Innovation, partly in regard to the products 
considered (ours is more extensive and includes, for example, the chief gar- 
dening products also), and partly in regard to the world market prices (in our 
case the world market price means the 1977 capitalist market export prices, and 
in general the exchange quotations are somewhat higher than this). But one 
thing is certain, our agricultural purchasing prices between 1975 and 1980 can- 
not be regarded as less deviant compared to the prices we could get on the world 
market than the Common Market average. Indeed, since it is not probable then 
that the situation is any more favorable for us, for the drop in external market 
prices experienced recently--which reached 10-15 percent per year for our chief 
export products--has been accompanied by an average 5 percent per year increase 
in purchasing prices (a total increase of about 26 percent compared to 1979), 
while the member countries of the EC have tried to moderate the increase in 
their domestic agricultural producers' prices. 


In 1979-1980 the degree of the average price level deviation in the member 
countries of the EC was 18 percent for grain types and 29 percent for products 
of animal origin. Prior to the 1980 price adjustment these ratios were 7 and 
37 percent respectively in this country. The larger magnitude price level 
deviation from world market prices in animal husbandry is also an expression 
of efficiency differences in the two chief branches (the more favorable situ- 
ation for grain types and the less favorable situation for animal products). 


All this puts a different light on the judgement of the domestic agricultural 
producers’ price level. It suggests that the international comparison of 
national producers’ prices used by Miklos Mentenyi would be justified only in 
the event of a correction of the price structure differences deriving from 
accounting relationships or solving the foreign exchange recalculation problems, 
and even then primarily in regard to agricultural exporter capitalist countries 
similar to our country--those where agriculture has a similar role and weight 

in export. When classifying price level differences we cannot ignore differences 
in the productivity of work, the distribution relationships (national financial 
systems) or income relationships (the standard of living) even when worthwhile 
conclusions can be drawn from the nat‘onal value processes and real processes 
combined. 
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In Regard to the Problems of Competitiveness and Agricultural Prices and Supports 


Economic competitiveness is an objective category, the measure of it is the 
export price which can be realized in the external market and the form in which 
it is manifested is the relationship of production costs to market prices. From 
the viewpoint of our economic development what is determining is where and how 
the production costs of the products are returned in the export prices which 
can be obtained, which products generate foreign exchange most favorably and 
what the supply of these products is. The lower we put the limit of return the 
more goods have to be exported to obtain the same volume of foreign exchange, 
and vice versa, the higher the efficiency requirements we pose in export, the 
broader the commodity scale or the greater the volume which we can produce at 
a favorable cost compared to the external market prices. 


So the criteria of economic competitiveness appear in the market possibilities 
and in the need for a realistic internal calculation system for costs (the 
measurability of the economicalness of export). What is crucial is that there 
be a market to receive our products intended for export, a market with price 
conditions which are favorable in comparison to our costs, and that we have a 
method of calculating the real costs--less distorted by supports or purged of 
them. 


In regard to the development of our national economy it is of key importance 
how these viewpoints of judging our international competitiveness are realized 
in agriculture, for even now one third of the production of this branch is sold 
on the external market (one quarter of the total export of the national econ- 
omy), and the extra production of agriculture will serve export goals almost 

in its entirety. So in Hungary the budget should not have "spectacles" through 
which this export is viewed as expensive--"we receive less for it abroad then 
we pay for it here at home"--and which also disregards the problems of placing 
it. 


The much talked about export-oriented development of the branch cannot do with- 
out a clarification of what possibilities there are and will be for the mar- 
keting of foodstuffs products on the capitalist market. The non-ruble accounting 
export and net foreign exchange yield of the foodstuffs economy increased 
significantly in recent years in the socialist relationship; the capitalist 
market placement possibility of it (export to the EC countries) stagnated. So 
the question arises, if the agricultural production of the Common Market in- 
creases further--in the way outlined in the article--whether we will be able 

to maintain the level and how, with the sale of what products, will we be able 
to maintain the level of export in this relationship which, counting the import 
of foodstuffs and agricultural and foodstuffs industry tools of production 
(machines, equipment, parts, chemicals and industrial protein feeds)from there, 
even now provides only one fiftn of the non-ruble accounting net foreign ex- 
change yield of the branch. 


It is very probable that the question of solvent foodstuffs markets representing 
possibilities for acquiring capitalist foreign exchange will appear even more 
accentuated in the future, since our free exchange marketing possibilities on 
the Soviet market (which were virtually unlimited, especially in 1980-1981, and 
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proved good even in 1982) are constantly decreasing. The favorable foreign 
exchange situation of our partner--due to the second oil price explosion and 
the import costs of the Soviet Union which increased by 40 percent as a result 
of the American grain embargo--aided our sales in 1980-1981, but the moderation 
or elimination of these effects hurt our present and future prospects and make 
uncertain about 70-80 perceat of the present non-ruble accounting net foreign 
exchange yield of the branch. 


Table No 2. Distribution by Relationship of the Non-Ruble Accounting Net 
Foreign Exchange Yield of the Foodstuffs Economy 





Relationship 1978 1979 1980 1981 1982 
Socialist 45 55 63 81 77 
Non-socialist 55 45 37 19 23 


Source: My own caiculation from data in the "Foreign Trade Statistical Year- 
books" of the Central Statistics Office, in which I mean by net foreign ex- 
change yield not the traditional calculation method--the export-import balance 
of the foodstuffs economy--but rather the balance of the export of the food- 
stuffs economy and the import of foodstuffs--with the exception of the import 
of raw coffee, cacao, spices and tropical fruits--and the import of direct in- 
dustrial tools for the foodstuffs economy (chemicals, industrial protein feeds, 
machines, equipment and parts). For the relationship (socialist, non-socialist) 
breakdown I started from data by country at the product ievel, since more 
comprehensive information was not available at the branch level; a breakdown 
of trade by foreign exchange group (ruble and dollar and other accounting) is 
similarly characteristic of the information used and published. 


So the doubts about whether the increasing supply of our agricultural products 
can be sold primarily under western, or at least non-ruble accounting, conditions 
are not goundless. Can an increase in production oriented towards the external 
market take place in accordance with what has been, with a deterioration in 
efficiency (as is felt by a broad circle of agricultural public opinion), and 
will this make possible the acquisition of extra capitalist foreign exchange, 
which is absolutely necessary for importing tools suitable for a technological 
renewal laying the foundations for an improvement of the export readiness and 
competitiveness of the processing industry? 


If the country is to achieve the economical import of certain products there 
will be a need for the export of other products which can be produced more 
economically here at home, in order to exploit the comparative advantages. 

If the latter condition is lacking then we must export, in return for the in- 
dispensable import (raw materials, the modern machines needed for development, 
etc.), what we can do without at home and what can be sold abroad, however bad 
the terms of trade are. Being forced to give up the comparative advantages-- 
even trusting in the temporary character of this--will strengthen the process 
of indebtedness, via the deterioration in the terms of trade, and contribute to 
increasing our relative backwardness as measured by the developed capitalist 
countries. So to the extent that and as long as we are forced to produce a 
good part of the foreign exchange necessary for capitalist import by exporting 
agricultural products we must treat an improvement of the economic efficiency 


40 





of the branch as a problem of equal rank with an expansion of the export com- 
modity base, in regard also to the fact that serious placement problems may get 
mixed in with our external market price realization problems. 


Given our serious economy problems connected with placement and our export price 
losses I consider unacceptable any proof of the "disadvantages" of domestic 
agricultural production which argues that “we are not more expensive than our 
competitors, but even with lower production costs and fewer supports than our 
competitors we get less for our products in foreign trade and from domestic 
consumers than the products cost, and less than our competitors get". 


Not only because the "advantages" mentioned in the article, which prove unreal- 
izable, make very doubtful the statements pertaining to production cost and 
price level, but also because the foreign trade prices appear for us as an ob- 
jective given, so they cannot be blamed. In the case of our products which are 
sold on the external market with a large price loss our possibility of choice 
(if any) appears only in whether we should bear our losses as the "price of 
export orientation" or should try to reduce them, and develop a more efficient 
export structure. At present this area of issues causes a problem only at the 
level of the national economy; as a result it concerns not the leaders respon- 
sible for production but rather those guiding the national economy, since the 
budgetary supports relieve the producers of the losses of external market sales 
and so to a large extent they do not take cognizance of them. 


The situation is similar in the case of the domestic consumers’ prices for 
foodstuffs. In our price system these do not constitute an objective demand 
limit on producers’ prices, set by the value judgement of the consumer, although 
standard of living policy considerations put a limit on raising them. Thus, 

in many cases (for example, in the case of milk, meat aNd some poultry and 
canning industry products), the consumers’ prices are lower than justified by 
the production costs of agriculture and the foodstuffs industry, and the bud- 
get bears the burden of this--in the form of consumers’ price supplements. 


The level of export prices and of domestic consumers’ prices has no effect on 
the level of agricultural purchasing and foodstuffs industry producers’ prices 
determined by the costs of the producers; thus the producers have no interest 
in reducing the "subjective" element of the price (which could be affected most 
of all), the production cost. 


In the related branches of the agricultural-industrial sphere, reducing the 
production costs or a development of the costs which adjusts to demand for the 
final product, is of crucial significance. The external market price real- 
ization and placement possibilities and the limits on domestic solvent demand 
urge the development of (market) prices which take into account the cost bearing 
capability of final use, in the production of agricultural tools of production, 
agricultural products and foodstuffs industry products alike, which offer a 
chance for repayment of the costs on the basis of the market value judgement, 

in contrast to the present price and supports system which has a balancing 
character. 
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Unfortunately there is little literature or agricultural economics which re- 
searches the possibilities of realizing market prices. It appears that more 
people are looking for answers why market prices cannot be realized in the 
foodstuffs economy than researching how--with what branch peculiarities--the 
market effect can be realized. 


It must be seen clearly that in the stagnating situation of the national economy, 
which appears to be lasting, the agricultural price and supports system, which 
occurred as a very strong agricultural protectionism linked to the turn in 
agricultural policy in 1968 and to the efforts to industrialize agriculture, is 
no longer realistic; a gradual inclusion of agriculture in bearing the common 
burden cannot be avoided. In the past decade, compared to our economic resources 
and industrial development, the agricultural supports system represented a sub- 
stantially greater effort for us than the higher supports of Western Europe 

or the United States, calculated per agricultural employee. The supports system 
as a whole and its price supplementing character balancing out the production 
costs, played a crucial role in the fact that efficiency systematically and 
greatly deteriorated and that a one-sided quantitative view of increasing pro- 
duction could come to the fore. Such broad supports--coming to about 10 per- 
cent of net national production--have not been realized even in the most highly 
developed capitalist countries which could bear the supports burden of the 
branch easiest. In this respect the author of the disputed article neglected 

to make a comparison. 


Just as he ignored the fact that not one of the developed capitalist countries 
studied has as acute economic problems as our country. These problems cannot 
be remedied with the branch (industrial and agricultural) protectionism char- 
acteristic of earlier historical phases of our socio-economic development, 
rather they presume a realistic economic policy which does not give preference 
to economic branches but rather mobilizes for production of ever more economical 
export products, independent of the branch to which they belong. 


Our further development will stand or fall depending on whether or not a struc- 
tural change adjusting to market demands takes place in the production sphere. 
Will we be capable of implementing economic regulation which can transmit this 
important economic expectation by means of the enterprise interest self- 
regulation? Will we be capable of solving (or keeping within the Limits of 
social tolerability) the peculiar contradiction that those steps which might 
have a truly worthwhile effect in the longer run increase the tension in the 
shorter run--because cf their restructuring effect? These steps include the 
need to end the producers’ and consumers’ supports as a condition for developing 
market prices; within the foreseeable future one cannot imagine this without a 
mitigation of the consumers' price straining effect of the producers’ price 
level, a gradual elimination of production supports without price compensation 
and a mobilization of efficiency reserves. 


To sum up, the justification of the international comparison of national pro- 
ducers’ price levels (production costs) used by Miklos Mentenyi is questioned 
and his conclusions are made of dubious value by the fact that he ignored the 
fact that the producers’ price levels of the several countries are not inde- 
pendent of the internal price, tax and income parity problems attached to them, 
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not independent of the income distribution policy of the states, the peculiar- 
ities of the national financial systems and the price structures which differ 
for different branches, which in essence establish the mechanism in which the 
economic policy (agricultural policy) of the states can function. 


The price level differences deriving from ignoring the foregoing in the calcu- 
lation, even if they were so “advantageous” for us, cannot be ascribed to the 
better costs management, higher efficiency and competitiveness of our agricul- 
ture. This simply hides the reality which derives from the different economic, 
technical and natural conditions of the countries compared and from the dif- 
ferences in their productivity level, income relationships and standards of 
living--a reality which can be called favorable for us in a limited way for at 
most one or two products (for example, grain types). Unfortunately the picture 
is made even worse if we study the branch taking into consideration its place, 
role and significance in the economic development of the various countries. 


A judgement about the “international competitiveness" of the branch which is 
ripped out of context and divorced from market relationships and price 
realization and placement possibilities is misleading and is even irrelevant 
from the viewpoint of our economic situation and development. Our international 
competitiveness--and the pledge of our development--is made up of how the in- 
dividual costs of the products are returned in the external market prices. If 
the costs of generating foreign exchange in the export of a branch are higher 
than the national economic average (independent of whether this is caused by a 
higher cost level or a depressed price or both together) then a good part of the 
export of the branch (perhaps more than half of it!) simply cannot be competi- 
tive and so the branch cannot be either. 


I also consider dangerous from the economic viewpoint the concept of inter- 
national competitiveness figuring in the disputed article, since it encourages 
a sort of self-satisfaction and tries to find an explanation of our internal 
problems in the external, objective circumstances (in the "depressed" world 
market prices) instead of seeking a solution in our own--production cost re- 
duction and structural--possibilities. It disguises those problems within the 
export-oriented development of the foodstuffs economy and its production growth 
which hide in the external market sales difficulties and uncertainties and in 
the limited price realization possibilities and which urgently necessitates 

a change in the previous quantitative view in production and export alike. 


The stagnating situation and increasing problems of our economy presume a turn 
in economic policy which in the future will facilitate the structural accomo- 
dation to the real market conditions instead of branch protectionism and will 
give preference to the production of products which can be exported ever more 
economically. Since the viability of ideas pertaining to the development of 
the economic mechanism appears also in the tension-increasing role of their 
restructuring effect, the exploitation of the efficiency reserves in the 
economy and a moderation of the power of producer price level increases to 
strain consumer prices cannot be delayed. Especially not in the case of a 
branch like the foodstuffs economy where the behavior shown in regard to pro- 
ducer prices and supports in many ways influences the magnitude of the consumer 
price increases for articles the stratum effect of which to a large degree test 
the toleration of society. 
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FOOTNOTES 


"Is Hungarian Agriculture Competitive Or Does It Produce Too Expensively?", 
KOZGAZDASAGI SZEMLE, 1984, No 2. 


The bourgeoise and Marxist concepts of “value creating work" define these 
processes differently. 


But even this is not so unambiguous, for under capitalist conditions the 

wage is an income element or a cost element of the price depending on whether 
the production is done by the owner himself (in agriculture, for example, 

by the farmer and his family) or whether the owner merely benefits from his 
capital (his land) (for example, in the capitalist lease system of agri- 
culture), which complicates a comparison of production costs. 


Because of this unique value determination capitalist agriculture realizes 
a "false" value, that is, in the exchange between industry and agriculture, 
agriculture constantly “syphons off" surplus value from industry. (See K. 
Marx, “Capital,” Book III, Kossuth Press, 1974, pp 584-638.) 


Let me note that if we perform the comparison of the producer price level 
of agriculture not with the average foreign exchange generation of industry 
(at the rate of exchange of the given year) but rather with the good bit 
higher agricultural multiplier (now, for example, 65-70 forints to the 
dollar)--and why should we not--then we might see the price level difference 
of Hungarian agriculture in an even more "favorable position" compared to 
the national producer prices of the capitalist countries, although the 
situation is the other way around; a higher domestic producer (purchasing) 
price level compared to the export prices which canbe obtained leads to a 
somewhat worse foreign exchange generation, which certainly is not a sign 
of our “increasing” international competitiveness. 


Lajos Osvath: "Our Rate of Exchange Policy in an International Comparison 
Between 1968 and 1979," KULGAZDASAG, 1980, No 12, pp 25-27. 


Sandor Meszaros: "Efficiency Indexes in Dutch Animal Husbandry", 
GAZDALKODA, 1981, No 6; “Planning Parameters of Animal Husbandry" (MEM-ATMI 
material). 


After a sharp debate lasting until the end of March 1984, the Brussels sum- 
mit conference came to an agreement of historical significance concerning 
agricultural prices and reforms; in addition to a l-percent reduction in 
product prices for 1984 it was decided in principle to establish a mechanism 
which would ensure over a 3 year period that agricultural expenditures should 
not exceed the increase in the receipts which can be turned to this (duties, 
fees, added value taxes). The agreement made it clear that in the future 
agriculture cannot count on an unambiguous backing for supports for its 
products, that agricultural receipts must take second place in the complex 
balance of consumer and community needs. (Ivo Dawnay: “Agricultural Agree- 
ment in the EEC," FINANICAL TIMES, 3 April 1984.) 
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If the market mechanism had permitted a shift in comparative costs between 
agriculture and industry then--as the authors of the cited article estab- 
lish--the income differences between city and village in Japan, and thus the 
crowding of the rural population into urban agglomerations, would have 
reached a magnitude which would not have been socially or politically 
acceptable. So Japan reduced the costs of the accommodation process be- 
tween the sectors with assets turned to the protection of agriculture. 
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HUNGARY 


GUIDANCE MECHANISM OF ENTERPRISES VIEWED 
Budapest KOZGAZDASAGI SZEMLE in Hungarian No 10, Oct 84 pp 1154-1167 


{Article by Vilmos Saghy, retired minister: "Concerning the Mechanism for 
Guidance of Socialist Enterprises"] 


[Text] The mechanism for guiding or directing enterprises is a much debated 
theme today. To a large extent the mechanism is a function of whether we con- 
sider primary the long range success based on competition among the tasks of 

the enterprise or the production, trade, developmental and other goals expressed 
in kind. Defining the task also determines the forms for exercising ownership 
rights. If the chief task of the enterprise is fulfillment of goals expressed 
in kind then these goals must be defined centrally, the production factors must 
be distributed centrally and the leaders must be appointed centrally. In this 
case the commodity and financial relationships can receive only a subordinate 
role; enterprise independence is limited esentially to developing and organizing 
the technique or technology of production, marketing and development. 


But if performance results stand in the center of enterprise activity then state 
guidance can have a theoretical, indirect, shepherding character and a large 
part or all of the ownership rights can go to the enterprises--into the hands 

of the enterprise collectives, the enterprise leadership or the enterprise 
guidance and control institutions. A task definition concentrating on results 
is also accompanied by maximal independence of the enterprises, the presence 

of real commodity and financial relationships and the automatic flow of pro- 
duction factors. 


The starting point for development of optimal guidance and leadership cor- 
responding to the goal is how the rights, tasks and responsibilities are divided 
up among the potential players in guidance and leadership. 

In the practice of existing socialism the participants in enterprise guidance 
and leadership which characteristically have different roles and often opposed 
interests are: 


--the enterprise collective, 


--the enterprise leadership (leading group, management), 
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--the institutions guiding and supervising the enterprises (director's councils, 
enterprise councils, supervisory committees), and 


--the socialist state.! 


This grouping of the participants in guidance and leadership also means that by 
virtue of the above division of roles conflicts of interest are manifested and 
clash at the level of the enterprises, regionally and nationally, and--in the 
optimal case--the social interests can win an open, synthesizing debate. 


In what follows I intend to deal only with the guidance and leadership of enter- 
prises functioning in the competitive sector of state industry. 


Concerning the Enterprise Collective 


Recently there has been much talk about the development of democracy in our 
economic life both in political and economic literature. 


"The goal is the liberation of the creative energies slumbering in the human 
factor in the interest of overcoming our economic difficulties as soon as 
possible and accelerating the further development of society. This is one side 
of the coin, the other side is to ensure to everyone who wants to take advantage 
of it the opportunities for an active, meaningful life" (18, page 19). 


The guarantors of economic democracy are the collectives and social organizations. 
"The activity of the collectives and social organizations must extend to repre- 
senting the interests of the workers and to active participation in manage- 
ment... 


"The ‘theme’ of the continual dialog among the workers, the small collectives 
and the enterprise is a double one: on the one hand to ensure the material, 
organizational and incentive conditions for ever more effective work and on the 
other hand a just, economically founded distribution of incomes. Both have 
daily and more distant aspects. If the dialog is to be successful, the 
collective must have access to a large volume of correct information and to the 
various possible ways of solving the individual tasks. Without this the more 
or less ‘lay’ collective called on to make the decision or at least to give 
advice might become the prisoner of the ‘special apparatus.’ Two things can 
make it possible to avoid this dependent relationship: on the one hand if the 
interest of the leadership staff of the enterprise is obligated to really taking 
the opinion of the collective into consideration and, on the other hand, if the 
workers of the enterprise have a way--in an appropriately developed system--to 
exercise an effective and strict supervision over the ‘special apparatus.' 

The social organizations operating within the enterprise must be prepared-- 
structurally, in spirit and in the methods of personal selection- -to carry out 
in a worthy way this complex task demanding great expertise and devotion. 


"In whatever form we build up the active participation of the workers in the 
internal guidance of enterprise mangement, in selection of the leaders and in 
aiding and supervising their work, the usefulness of the participation will be 
determined by the maturity and informed nature of the enterprise collective and 
by correctly developed cooperation between the workers and the professional 
leadership of the enterprise” (18, page 19). 
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I quoted this passage at such length because I believe that this formulation is 
one of the best expressions of the present interpretation of place of work 
democracy. But in addition we must examine which solutions prove most useful 
in view of practice. Is it correct, for example, for the body elected to re- 
present the collective to simultaneously exercise the most essential property 
rights and represent the interests of the workers? 


Place of work democracy is an important element in the “liberation of the slun- 
bering creative energies” but a condition for the success of this effort, a 
condition which precedes place of work democracy, is reducing the many types 

of restrictions today, the regulatory bureaucracy, above all the restraints of 
wage and price regulation. And these restrictions can be eased only if we 
develop a decision-making practice based on competition and conci-ntrating on 
results, if a new situation is created which puts a limit on efforts to increase 
prices not justified by the market, develops restraint in raising wages and 
holds back expansion efforts which cannot be justified by results. 


Since today the plan figures for wage payment and investment are regularly 
exceeded--despite the over-regulation and many types of informal intervention-- 
we must think through what will happen if the interest of the leadership staff 
of the enterprise is obligated to "take into consideration in a worthwhile way 
the opinion of the collective.” And if fear of inflation and excessive wage 
payment forces the central organization to maintain or even increase the present 
regulatory bureaucracy then we will lose much more on the swings than we make 
on the merry-go-round. So we must clarify what the role of the collective will 
be in exercising property rights, who will represent worker interests and how. 


Let us look at the various problems in detail: 
a. The Trade Union 


In the useage of recent years the trade unions are generally regarded as the 
representative of the enterprise collective. Although this is not exactly true 
at the present level of organization still we must make a distinction in sub- 
stance between the rights and obligations of the collective in connection with 
the exercise of ownership rights and the representation of worker interests. 


As owners they must demand long term results or an increase in property coupled 
with maximal efficiency, while the worker interest representation is directed 
at getting better earnings, improving working conditions, higher social allot- 
ments and preservation of jobs, starting from the ability of the enterprise 

(or at the regional and national level, the economy) *» bear the burden and as 
a result of a bargain made with the enterprise lead These are contra- 
dictory interests, which cannot be represented in a. rganization--without 
harm to one side. The role of the trade unions must be i:  oulated differently, 
and we must regard as different the tasks of that body which participates in 
guidance and leadership. 


A publication of the Social Sciences Institute of the MSZMP Central Committee 
titled “Factory Participatory Systems in Contemporary Capitalism” may provide 
some orientation for formulating the role of the trade union. This careful 
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work summarizes as follows the forms and possibilities, used today, of oper- 
ational participation, going beyond the traditional interest representation 
tasks: 


"On the basis of experience we can talk of production-oriented and power- 
oriented participation. 


“"Production-oriented participation means participation of the workers in the 
formation of direct factory, production contacts. This is a possibility for 
having a say in solving questions which affect the workers daily and directly 
(work organization, work time assignment, rest time, work techniques, work 
discipline, leave, training, working conditions, worker protection, etc). 
Production-oriented participation encourages efficient execution of tasks in 
such a way that the executor has a say in developing the modalities of the so- 
lution, trying in the meantime to realize the interests of the workers.... 
Production-oriented participation works in practice, the institutional system 
is spreading and the results of it can be demonstrated for workers and the 
leaders of enterprises alike” (16, pp 121-122). 


In what follows the study establishes that power oriented participation "... is 
always accompanied by responsibility, and is problematical because of the re- 
sponsibility ard the property relationship. In general the workers and the 
trade unions do not assume responsibility because of the capital property--or 
even the guaranteed shares--but may strengthen supervision” (16, page 122). 


The study also establishes that power-oriented participation has not succeeded, 
or has not always been advantegeous for the workers, where government decisions 
to this effect have been made. 


“Amidst capitalist relationships the leftist French trade unions have rejected 
joint leadership in the enterprises and participation accompanied by responsi- 
bility, and they are primarily attempting to strengthen the positions of the 
workers ani to establish democratic supervision” (16, p 124). 


Of course, the cited study outlines the present situation starting from capi- 
talist property relationships. Here, on the other hand, the most important 
tools of production are public property. 


For a long time we thought that, starting from the public ownership of the tools 
of production, the most modern interest protection would be to encourage the 
workers to do more and better work. But a more fundamental examination shows 
that in the process of creating value the other elements of leadership and 
guidance, especially the enterprise leadership and state guidance, have a de- 
termining role, most often a greater role than those working in direct produc- 
tion. This also means that worker representation is of crucial importance 
vis-a-vis that management and state guidance which has the greatest influence 
(which I will prove) on the net production or results of the enterprise. It is 
not certain that the trade unions will be able to represent worker interests 
well if the earnings level or working conditions must be debased or jobs must 
be eliminated because of decisions in which the trade union has also partici- 
pated. It might be more correct if--to the degree that competition and manage- 
ment trying to increase results develop and at the pace at which it is possible 
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to eliminate the present management restrictions, that is,to the degree that 
enterprise independence increases--they represented direct worker interests 

with determination, more strikingly than at present, for in the new situation 
much more may depend, for example, on the enterprise leadership than did earlier. 
This would be compatible with developing their production oriented participation 
within the leadership with the content outlined above, because this also could 
contribute to increasing earnings and improving working conditions. 


Strengthening the supervisory functions of the trade unions is very important. 
One method for this might be participation in the supervisory committee. 


b. Concerning the Collective 


One criterion of an enterprise is that "...the enterprise is a working col- 
lective. In an enterprise manpower is united with the tools of production; it 
is an indispensable criterion of an enterprise that it has a collective which 
does the work” (11, page 289). 


Before I turn to the concrete modalities for exercising ownership rights, let 
me note that in the future--if management based on competition and striving for 
results can develop--we probably cannot count on that stability of the extent 
and homogeneity of the collectives which we got used to in earlier decades. 


If we take seriously that a flow of production factors, including manpower, is 
necessary to maximize achievement, then the number of workers in the various 
plants may go through significant changes (may increase or decrease). 


In connection with this theme I would like to deal with a few peculiarities of 
full employment and the right to work. 


Data for 1981 record 5 million active earners. A total of 350,000 of the pop- 
ulation of working age (85 percent of them women) do not work, so in essence 

we have full employment. But the question arises in this connection: What does 
the right to work or the obligation to work actually mean? 


The Constitution speaks definitely of the right to work; other regulations also 
recognize the obligation to work. From the viewpoint of our theme I would like 
to note only that if everyone made use of the right to work then our level of 
productivity, already low, would suffer a serious blow. 


Our level of employment, taking 5 million active earners as the base, is largely 
identical with that of the socialist countries, but is higher than the capi- 
talist average. The difference is primarily in the level of employment for 
women. 


In many cases large scale employment of women derives not from love of a trade 
or mission but rather is simply because the family needs the earnings of the 
woman. The situation is serious in the case of those women for whom house- 
keeping and the tasks of maintaining a family represent special burdens (there 
are many children), and neither other family members or paid employees can take 
over the burdens. Unfortunately, in such cases, either the job or the family 
(or both) suffer for it. 
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Active Earners as Percentage of Total Population 





Country Year Men Women 
Austria 1975 55.2 32.5 
Belgium 1977 54.3 28.9 
FRG 1978 57.5 31.6 
France 1976 54.6 29.6 
GDR 1978 54.8 48.4 
Hungary 1978 54.7 40.8 


Source: International Statistical Yearbook, 1981, Central Statistics Office, 
p 47. 


Although it has been established many times that full employment is not an 
enterprise task but rather a social (state) task, even today we frequently meet 
with the opinion that ensuring full employment places an obligation on the 
enterprises as well. 


Would there be unemployment if we changed this, and if so then what should we 
do? It is difficult to answer this question. In the first place it must be 
seen that a tangible conservation of manpower can be achieved only on the basis 
of a significant further development of the economic mechanism and institutional 
system. Many years will be required for this. So it will be many years before 
we go from the present over-demand for manpower to a state of balance. 


It will be at least a good many years before we can count on an over-supply of 
manpower in our country, and then we can and must decide wat methods to use 
against it. Today the chief task is not this but rather solving the regrouping 
of manpower. 


Various entrepreneurial forms within and outside of enterprises have developed 
in recent years. The most extensive of these are the economic work associa- 
tions, which--unfortunately--cannot be regarded as true undertakings, for 
essentially they undertake no risk. The subsidiary enterprises also are only 
formal and cannot be regarded as an essential change. 


The development or further development of real undertakings within the enter- 
prises is an extraordinarily important task. Undertakings within an enterprise 
are spreading quickly in the developed capitalist countries. Production 
activity is becoming an ever more significant factor too. It will be useful 

to follow these trends here as well, in such a way that the undertakings extend 
to main work time activity, primarily where the activity can be usefully se- 
parated technologically from the whole, where a broad management responsibility 
can be realized in each section and where the rights and responsibilities of the 
enterprise and the undertaking (work group, contract operation, etc.) can be 
formulated precisely. The agreements should be such that the income of the 
enterprise will be greater with the undertaking than without. 


Small undertakings within an enterprise could also have an important role in 
training leaders. 
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A precondition for establishing real--that is, accompanied by risk--undertakings 
in regular work time is the development of management based on competition and 
concentrating on results, and simultaneous with this a vigorous reduction in 
regulatory restrictions. This would make possible performance-based payment 

of workers outside the undertaking too, thus decreasing the earnings tension 
between workers inside and outside the undertaking. 


Workers of undertakings using the tools of production of a socialist enterprise 
are members with full rights of the enterprise collective and of the trade 
union, and so share in every right and responsibility. 


Today there are hardly any medium and small enterprises in those trades where, 
according to experience, only small and medium enterprises can work truly 
efficiently. For this reason, in order to improve efficiency, there is a need 
not to merge the achievements of units within the enterprises in the whole, 
there is even a need for initiatives from below to make sections (factories, 
sites, warehouses, stores, etc.) independent or attach them elsewhere. The 
one taking the initiative could be the leader of the unit, the social organ- 
izations or the director's council of the enterprise. The administrative order 
for separation should be clarified and protection should be given to those 
taking the initiative. 


Although in the case of competitive enterprises we are talking about a 
collective which changes in extent and is frequently heterogeneous in compo- 
sition, every member of the collective should have the same rights in regard 

to strategic property. The only big question is whether these rights pertain 
to giving an opinion or to making a decision and, further, whether the decision 
is made indirectly (through a representative) or directly. 


Before I turn to a discussion of these themes, let me note that in regard to 
ownership rights within the collective the leadership (management, directorate) 
enjoys a unique position. The extent of this varies from trade to trade and 
from enterprise to enterprise. One can say in general that this hierarchy 
includes all those leaders of certain functional units, sites or factories) 
whose influence on the operation of the enterprise is especially great. This 
group works out a large part of the proposals in the arena of strategic property 
on behalf of the organizations making the decisions, and it exercises the 
tactical ownership function; the members of this group are those who manage 

and lead concretely and survey the market needs; they must see to it that the 
factors for production are available in the optimal quantity? and quality and 
are available in time; costs managment is in their hands, they organize the 
work, maintain the domestic and international contacts of the enterprise, and 
so forth. Thus this group--though a part of the collective--is an independent 
element of guidance and leadership, with unique goals and interests. So it is 
justified for this group to have a special professional interest representation. 


But let us return to the ownership function of the collective! The Hungarian 
trade union movement--to its credit--has dealt actively with how the ownership 
awareness of the workers might be developed. 
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Every experience indicates that to a large extent the forums of factory democ- 
racy deal with earnings possibilities, working conditions and social allotments. 
In an article titled "Factory Democracy and Interest" in NEPSZABADSAG Lajos 
Hethy records the experiences thus: "Workers really can be brought in to help 
develop wage and work conditions; their worthwhile participation in making 
strategic economic decisions can be proposed only as a distant goal" (4). This 
is the sicuation even in the producer cooperatives. To a large extent the de- 
bates involve concrete earnings possibilities, social allotments and working 
conditions, an area which belongs to worker awareness, and they touch on man- 
agement as a whole only in exceptional cases. 


One might think that in Yugoslavia, where self-management can look back on 
several decades of experience, a more comprehensive, true collective ownership 
awareness could have developed. But experience contradicts this hypothesis. 
“According to the empirical research of Yugoslav sociologists self-management 
(the activity of the workers’ councils) is mostly limited to debates about the 
level of wages" (13). 


Of course, in the complicated global economic and internal economic situation 
of today surveying the needs of the market, organizing firmness in the compe- 
tition, developing the optimum proportions of the necessary production factors, 
proper work organization, constant introduction of innovations and ensuring 
delivery discipline--to mention only the most essential things--are not always 
done successfully even by leaders with special training, great experience and 
much information who deal only with these matters as their main job. Even they 
waver and are uncertain. How can we demand worthwhile input from the workers? 


"In this connection it is clear that socialism is not a homogeneous society but 
rather a differentiated society in which the majority lives and works as wage 
earners without exploitation. Only rarely can self-awareness bridge this 
relationship. It is not a sign of moral backwardness if a subordinate worker 
can identify with the tasks and problems of the work site as a whole less than 
the leader. One can only expect as the natural and average behavior that 
basically everyone will think as he acts. He who operates a lathe will be 
thinking on a different level than one who leads a factory" (15, page 55). 


If this is the situation, if decades were not sufficient for the collective to 
become a worthy partner of the leadership in solving complex problems at the 
enterprise level, then the direction of the tasks for the future must be de- 
termined starting from this. It must be recognized that the collective--within 
a trade union organization or outside of it--will deal primarily with themes 
belonging in the trade union sphere. These themes should be left in the sphere 
of the trade union--as such--or made a function of the outcome of debate between 
the trade union and the enterprise leadership. 


If we agree that the trade union should do its own thing, then the next question 
arises. Can decisions in basic ownership rights--for example, appointment of 
leaders and distribution of income--be left to the collective alone or to a 
body elected by it, presuming, of course, that we take this decision right 
seriously? By taking it seriously I mean, among other things, that on the basis 
of the developing competition and management reaching for results the present 
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restrictions (on prices, wages, imports, investment, etc) will greatly decrease, 
the possibilities for independent enterprise decision will increase and, the 
selection of leaders will be real, so the collective may vote secretly for 
several candidates. It is not easy to answer this question. 


In connection with the collective's right to make decisions we must actually 
take into consideration two fundamental problems--the danger of distortion and 
the danger of formalisn. 


If we permit everything then the danger arises that greater personal income 
today will be placed before long-term effectiveness, which will encourage in- 
flation, obstruct the flow of assets, leaders will be chosen for these purposes, 
etc. 


The danger directed at preventing this is formalism, that as a defense against 
distortions the central power will maintain or even broaden the regulation which 
is excessive today (before all else the wage, price and investment regulation), 
develop a broad support and withdrawal system, begin to limit the decision 
rights of the collective, introduce formal elements into the democratic pro- 
cess, and so forth. 


When absolutizing the decision-making rights of the collective some experts have 
in mind the cooperative system, especially the agricultural producer cooperative 
system. In the cooperatives at present, the collective elects the leaders, 
approves the plans and thus--in any case formally--makes decisions on the main 
strategic questions. But all this happens under the present conditions of 
over-regulation and large scale state supports and withdrawals. 


Essentially the same regulation that applies to the state sector also applies 
to artisan producer cooperatives and the general consumer and marketing cooper- 
atives. In the producer cooperatives wages and earnings are regulated with 
essentially the same strictness as in the state sector. Eighty-seven percent 
of the agricultural prices are regulated by the state (14). The extensive 
central state supports for agriculture in the hands of central regulation are 

a great force. 


In addition to all this there is party authority and the informal intervention 
of the cooperative federations. 


In the course of interviews with leaders of general consumer and marketing 
cooperatives the following opinion was voiced about this: 


"In a number of questions the federation is not an authority, on paper it is 
only an organ giving an opinion; yet in general this opinion or proposal is 
realized by the authority. 


"The majority of the responding cooperative leaders see one of the fundamenta, 
reasons for the hierarchic relationship in the livelihood dependence. 


"The pay and allotment ‘proposals’ worked out by the business apparatus of the 
federation are harmonized’ with the KPVDSZ [Trade Union of Commercial, 
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Financial and catering Industry Workers], the county council and other local 
Organizations, avoiding the cooperative ownership organizations, and then this 
‘proposal,’ finalized behind the backs of the cooperatives, is submitted to the 
cooperative membership, who are faced with a fait accompli as a result of an 
‘upside down’ decision-making process" (12). 


We must put an end to over-regulation and formal intervention by the authorities, 
or with an authority character, and in its place there must be self-restraint 
and self-regulation starting from an attitude which concentrates on increasing 
results. 


So I would answer to che problems formulated in the foregoing that in the future 
also it will be useful if the minor or major collectives of the enterprise de- 
velop their opinions about the management structure and the leaders with the 
purpose of having elected leaders of the collective to present this opinion in 

a leadership body (for example, in the director's council) where these opinions 
can clash with the opinions of the experts, the state and social organizaticns 
and the enterprise leadership. The actual participation of the enterprise 
collective in strategic ownership would be aided and one could develop a useful 
system for informing and educating the enterprise representatives. 


The Role and Special Interests of the Leadership 


In the foregoing I already talked about the leadership as a group of the enter- 
prise collective which occupies a unique position in the division of labor and 
has interests corresponding to this. 


It counts as a commonplace that with the end of the extensive phase of manage- 
ment, the accumulation of new value is largely a function of innovation intensity 
broadly interpreted. 


And the source of innovation is before all else the leadership which, by virtue 
of its position, is capable of reviewing the elements of innovation, developing 
combinations of these elements and guiding the process. The leadership can 
greatly multiply or reduce to a fraction the efficiency of the production 
factors used. 


It is well known that in capitalist countries the most important ownership 
function is the selection of leaders. Much domestic data and an international 
comparison prove the special significance of the leadership. ? 


It is also well known how we are hurt by low quality and late delivery. A 
situation has developed where they speak of an “fastern discount" in the com- 
mercial circles of capitalist countries, meaning by this the concessions made 
to compensate for the various weaknesses of the socialist countries. (21) 


International experience indicates that 80 percent of the losses connected with 
quality and late delivery can be put to the account of the leadership (22). 


I believe that these examples (and the personal experiences of so many) should 
convince us of the special role of the leadership. 
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To what extent do the material and moral recognition of the leaders and the 
system of leader selection reflect this special position? Let us look first 
at the material situation of the leaders! 


Since the take-over of the overwhelming majority of the tools of production our 
society has taken great steps in the direction of income equalization. In 
1930-1931 the one fifth of the population with the largest incomes disposed of 

10 times as much personal iacome as the one fifth with the lowest incomes. By 
1967 this figure had been reduced to 3.2 times. For purposes of information 

I should mention that according to 1975 data for the United States the difference 
between the upper fifth income group and the lower fifth income group was 

12-fold (3, page 44). 


Although the spread of personal incomes within a group that is one fifth of the 
population can be very large, the data illustrate well the trend of income 
equalization. 


In the last 10-12 years the differences between the lowest and highest income 
groups decreased further. To further refine the calculation and break the 
income groups into ten parts, the difference between the lower and upper tenth 
decreased from 5.8 times in 1962 to 4 times in 1980 (10). Other data also in- 
dicate a levelling of incomes. 


It can be established from what has been said thus far that by the middle 1960's 
we had largely achieved a levelling of incomes which more or less corresponded 
to our level of development. Following this, however, an additional vigorous 
levelling occurred the correctness and usefulness of which is very debatable. 


The additional levelling occurred under conditions where new tasks and burdens 
greater than before were falling on the enterprise leadership. 


It is obviously wrong that the difference between the average earnings of a 
skilled worker and a director general (or director) is hardly more than two times 
and the difference between the average earnings of a foreman and a shop chief 

is only 27 percent. This minimal difference means that there are many skilled 
workers who earn more than a foreman or shop chief entrusted with the guidance 
of perhaps 50-60 people, who has the task of demanding adherence to the tech- 
nology, checking and maintaining quality, demanding work discipline, differ- 
entiating earnings according to work done, firing those who do poor work, seeing 
to adherence to delivery time limits, and so forth. If it is true that the 
leaders have a special role in producing results (they can increase or decrease 
the results to a greater extent than they earn) then we must draw the conse- 
quences of this in rewarding them also. 


Keeping economic democracy on the agenda--whether they want to or not--affects 
the behavior of the leaders, the strength and consistency of their efforts 
directed at maintaining discipline and order, at reducing production costs and 
at the performance requirements. The constant deficiencies appearing in de- 
livery times and quality requirements and the frequently unjustified increases 
in production and other costs indicate that all is not in order in leadership 
behavior. It follows from this that the development of economic democracy sim- 
ply cannot be accompanied by a decrease in leader prestige. 
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In his article titled "Concerning Prestige" Engels noted that there can be no 
industrial production without strict subordination and superordination relation- 
ships: “He who wants to erase prestige in large industry wants to erase large 
industry itself; he wants to destroy the mill working with steam and return to 
the spinning wheel” (1, page 291). 


"So it must be seen that a certain prestige on the one hand and a certain sub- 
ordination on the other are things forced on us, independent of the social 
Organization, by the material conditions amidst which we produce and sell our 
products” (1, page 292). 


If this was so 110 years ago, how much more it is so in the age of nuclear en- 
ergy and robot technology! We must create a situation in which results are the 
measure of the work of the leader, and neither loyalty to superiors nor loyalty 
to the coilective should prompt the leader to neglect or reduce the discipline, 
order or the performance requirements. Of course, such requirements can be made 
only by leaders who take care in time of a market for the products, the technical 
plans, maintenance and materials, thus of every condition for work. The 
collective will agree with the performance demands of such leaders, because in 
this case--if regulation is rational--performance can increase and so earnings 
increase also. 


One of the chief problems of leader selection today is that in general it draws 
from the narrow circle which can be known to those preparing the cadre develop- 
ment plan. There are many subjective elements in it and it is not at all certain 
that those included in the cadre development plan actually have the necessary 
preparation, enterpreneurial ability and innovation sensitivity. 


Nor does the evaluation of leadership work rest on reliable foundations. In 
principle the moral and material recognition of leaders and their opportunities 
for promotion depend on how the leader meets the requirements. Naturally among 
the requirements there is always a formulation of the ever more efficient oper- 
ation of the given economic unit too. But beyond this there is also a formu- 
lation of various social “expectations”. Since, however, efficiency cannot 
always be measured in practice, since there is very great scope for explanations 
and deals in our present regulatory system, the so-called “expectations” become 
dominant in the judgement. This is an area where an objective value judgement 
is not always possible. This process or phenomenon has been described by many 
in many ways, but I think it not superfluous to quote here the opinion of a 
practicing enterprise leader and of a scientific researcher dealing with this 
theme. 


"...In the intellectual world of Hungarian leaders...the opinions, expectations, 
expressed or unexpressed value judgements of the superiors, of those higher up, 

have excessive, virtually crucial significance... Loyalty to the person of the 

current superior precedes every other factor" (2, page 640). 


"There is no other area where the fact whom you know, friendship and official 
and communication contacts have as much importance as in leadership appoint- 
ments” (5). 


57 





The increased tasks require that we change the present system of leadership 
selection as soon as possible. In order to solve these tasks we need a changed 
economic environment and institutional system in which the result reflects the 
actual efforts, and judgement of the leaders will depend almost exclusively 

on what results they can produce. If the result reflects the actual performance 
then it will be possible to separate the strategic ownership rights from branch 
guidance and entrust them to a director's council (enterprise council) of unique 
composition, and leader selection can be realized in a competitive system on 
strictly legal foundations. 


We must speak separately about what role the collective should have in judging 
and selecting the leaders. I believe that the body making the decision cannot 
do without a knowledge of the opinion of the collective. A person cannot be a 
truly good leader who cannot get along with the collective. In any case, the 
opinion of the collective decreases the above mentioned "superior" subjectivism 
(friendship, who you know, etc.). But we must watch out lest the subjectivism 
of the collective takes its place! 


“Even if the trade union transmits the opinion of its members (which is not at 
all certain) it can be expected at most that ‘popular’ cadres will proliferate 
in leadership posts, although even today we have too many leaders about whom it 
can be said at most that he is a regular guy. I do not want to cast doubt on 
the importance of this, but only to emphasize that it is not enough” (5). 


I think that the opinion of the collective cannot be decisive in itself in 
judging and selecting leaders. We should regard it as a correct method if the 
opinion of the collective becomes known to the institution making the decision. 


It follows from what has been said thus far that the leadership (management) is 
an independent element of great importance in the enterprise guidance mechanism. 
The basic task of the leadership is to ensure long term results based on 
competition. In daily business the leadership--independent of the concrete forms 
of leadership (direct, staff, etc)--must frequently confront the workers of the 
collective (earnings disputes), and the undertakings within the enterprise just 
as it must confront those delivering raw materials and the customers, thus every 
participant in the market. Emphasizing the independent nature of the enterprise 
leadership and ensuring the necessary prestige on the one hand demands payment 
(rewards) at a suitable level and, on the other hand, interest protection and 
legal security adequate to the responsibility and interests. 


So in addition to a significant reform of the elements of the economic environ- 
ment (process regulation) we must give to the leaders, with regulations or in 
contracts, the (tactical) right to dispose of property needed for independent 
management. The enterprise leaders should be members of a chamber with more 
excensive authority than at present, bringing together the entrepreneurs, and 
at the same time should be members of an enterprise or director's council with 
strategic property rights. From time to time the leadership of the enterprise 
might report to the enterprise council about the situation of management and 
might make recommendations in themes belonging to the area of strategic owner- 
ship. 
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Concerning the Institutional System for Strategic Ownership 


If we presume that state administration should not exercise strategic ownership 
rights in the competitive sector then we must give an answer to the question of 
who, among the players in the mechanism of leadership and guidance, might be 
entrusted with this task. For the sake of a logical outline let me repeat that 
by strategic ownership I mean above all a judgement of all enterprise work 
covering several years and concentrating on results, setting the trends for 
medium and long range production, marketing and development, deciding on the 
chief ratios of income distribution, appointing leaders and exercising the 
employer rights in regard to leaders in general and carrying out the tasks con- 
nected with acquisition of capital, regrouping production factors and estab- 
lishing new undertakings. 


I have already shown that one certainly needs an expression of opinion from the 
collective but that to rely only on the decisions of the collective is dangerous. 
It is dangerous because even today the collective does not have the necessary 
expertise and because, due to its short term interests, serious distortions 

are possible--in decisions on income use, for example--together with all the 
consequences (for example, inflation). As a natural reaction to such distor- 
tions there might be created a rigidification of regulations or a burvaucracy 
which would endanger all enterprise independence and tie the hands of creative 
people. In addition, the need to increase achievement in other arvas might lead 
to conf’ ict with the interests of the collective. An example of this would be 
the case where manpower must be regrouped. 


But these tasks or spheres of authority cannot be put in the hands of the 
enterprise leadership either, for in the longer run at enterprises that are 
functioning poorly one must make use of just those ownership rights which re- 
quire a complete replacement of the leadership, designation of new production 
or marketing directions, acquisition of capital, regrouping of capital (pro- 
duction factors) and thus a complete reorganization. 


Largely the same misgivings could be voiced about a type of enterprise council 
which consisted of delegates from the enterprise collective, the enterprise 
leadership and representatives of the social organizations of the enterprise. 
Indeed, here we must also face the problem that the director or the leader 

is chosen by his own subordinates, by those in a dependent situation in regard 
to livelihood. We should expect them to remove the leadership if there are 
several years without results, make proposals for reorganizing the enterprise 
and regrouping capital and so forth. 


Other factors also suggest that there is need for an institution separate from 
the collective, the enterprise leadership and the trade union which would have 
the strategic ownership rights and the supervision connected with this. 
Creation of such aninstitution is required also by the new forms of capital 
flow and capital acquisition (stocks and bonds) which--we hope--will gradually 
spread. We must start from the position that those buying stocks and bonds must 
have a place in the strategic ownership system. 





I believe that the best method for a solution of strategic ownership would be 
if we took over--integrated into our socialist relationships--the director's 
council and supervisory committee system of capitalist joint stock companies 
(the council to exercise property rights and the committee to carry out super- 
visory tasks). 


For the sake of simplicity I will deal in the following only with the tusiness 
of the director's councils, noting that supervisory committees working with the 
director's councils should be organized according to similar principles; the 
trade unions might have a significant place in these committees .4 


The director's council form would be applicable to every enterprise. The rights 
of the councils would have t «=. circumscribed in high level regulations and in 
contracts or agreements base : vn them, with attention to special trade needs. 
The concrete sphere of authority of the director's council and its links with 
the authorities, associated organizations, the enterprise leadership, the social 
organizations of the enterprise, the enterprise collective and the owners of 
stocks and bonds would have to be set forth in these regulations, contracts and 
agreements. It must be strictly established where open voting is possible and 
necessary and where a secret vote must be held and when a qualified majority and 
when a simple majority is needed to make a decision. The biggest problem would 
be the composition of the director's councils. 


In my judgement studies done by Sandor Kopatsy on this subject might provide 
some orientation. According to data prepared by the directorates of 552 indus- 
trial, financial and domestic trade joint stock companies the various categories 
are represented in director's councils in the following ratios: 


The ratio of director's councils in which 


a place is held by: 1973 1979 
Leaders of other large enterprises 84.4 88.4 
Commercial bankers 55.4 43.1 
Enterprise legal enterprises 51.7 35.1 
Academicians, scientists “4.9 1.6 
Investment bankers 37.3 25.3 
Larger share holders 43.1 32.2 
Former government officials 14.4 23.2 
Trade unions -- 2.2 
Women 10.7 % .4 
Racial minorities 8.9 19.2 
Foreign citizens -- 16.7 
Average annual pay (in dollars) 8.930 12,750 
Work hours per year 89 105 


It also appears from the survey that the category of leading managers, with a 
high ratio in any case, and the ratio of scientists and of those with a govern- 
ment past increased in the directorates. 





“The study also established that the role of the directorates increased signifi- 
cantly in the course cf recent years; they make use much more frequently of 

the ultimate tool of removing the leaders. One can hardly measure the social 
significance of these processes yet, but they indicate that more and more the 
objective experts are able to represent the interests of capitalist property, 
that it is not the capitalist owners who do so. It could not have been fore- 
seen that more and more the guidance of the joint stock companies would go from 
the share holders to the guiding experts and that scientists would be the second 
best represented profession. Thus, he who is a guided leader at one enterprise 
may be the best guide at another enterprise” (7, page 2452). 


Naturally we would need a diiferent composition under our socialist conditions. 


The chairman of the director's council would have to be a personality who knew 
the profession and who had won respect in an enterprise, state administration, 
social or scientific job. Because of what has been said above, this person 
naturally could not be the director of the enterprise. 


In addition there should be in the director's council representatives of: 
a. the worker collective, 

b. the leadership, 

c. the social organizations, especially the party and the KISZ, 

d. the branch special authority, 

e. the Chamber of Commerce, 

f. financial institutions or the owners of stocks and bonds. 


The number involved is naturally a function of the size and importance of the 
enterprises. 


The central state administrative organ dealing with matters of state property 
management or the branch special authority might appoint the chairman of the 
director's council, if questions of state property management are involved. 


The Chamber of Commerce might see to the appointment of active or non-active 
members who have prestige in the given trade and who might actually help the 
work of the director's council. The director's council and the supervisory 
committee might make use of outside experts--within modest financial framework. 
The organizations appointing or delegating them could recall the chairman or 
the members. The assignment of the chairman or members of the director's 
council would end automatically in the case that they had not made appropriate 
leadership changes in the event of long lastiag failure to achieve results. 


It would also be important for the members of the director's council and the 
supervisory committee to have only modest pay and that their interests should 
not be opposed to the necessary regrouping of capital; on the contrary, they 
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have an intere~. in a regrouping, reorganization, change of leadership, etc 
which ensured the greatest results. 


It is also important to note that the directors's council does not lead the 
enterprise, its only task is to evaluate realistically the leadership of the 
enterprise and the results achieved. The evaluation should start from the 
results achieved in the long term and from changes in property. 


In the practice of the enterprise leadership and guidance mechanism it must be 
regarded as natural that various interests will be manifested, that there may 
be clashes at the regional, trade or national level between worker interests 
and the representatives of management, the institutions representing strategic 
ownership (the enterprise council), or those representing state regulation or 
authoritative prescriptions. A separate more detailed study would be required 
that these contradictions might be resolved in such a system and in such a way 
as finally to serve the social interests also. 


FOOTNOTES 


1. The author intends to describe the changing economic guidance tasks of the 
socialist state in a separate study. 


2. In what follows I will often talk about capital, capital regrouping and 
capital acquisition instead of production factors, but I always mean by this 
the total value of the production factors expressed in money. I use the ex- 
pression capital only for the sake of simplicity and not as private property 
or the bearer of private expropriation in the Marxist sense. 


3. The Soviet economist Nazarov proves by means of an industrial example that 
organizational and technical measures provide the larger part (62 percent 
in his example) of the increase in work productivity (9). According to 
data of the Ministry of Industry in a few cases foreign organizers have 
been employed and in the wake of their work the productivity of work has 
increased 20-74 percent. According to Japanese data introducing new pro- 
ducts contributed 30 percent and organization contributed 70 percent to 
achieving the present competitiveness. In Japanese industry 2 percent of 
the workers move material; here 22 percent do (8). 


4. Both socialist and capitalist usage can have a different content. In this 
study by the expression ‘director's council’ I mean a body--to be described 
below--which (disregarding the legal framework) is independent of the col- 
lective, the enterprise leadership and state administration. One could 
dispute this designation. We might call it an enterprise council or some- 
thing else. 


By supervisory committee I always mean a supervisory body, although I know 
that in Austria and the FRC the supervisory committees perform the tasks 
of the body I am calling the director's council. 


By directorate 1 mean the leadership of the enterprise (management). 





13. 


14. 


16. 


17. 


Unfortunately, because of the extent of the study--and my limited infor- 
mation--I am not able to deal with leadership and guidance of enterprises, 
units or warehouses within a trust (or enterprise). 
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HL . JARY 


PRODUCERS VIEW PROBLEMS WITH TELEPHONE NETWORK 
Budapest MUSZAKI ELET in Hungarian No 20, 27 Sep 84 p l 


[Article by Tamas Kolossa: “Line Problems: Concerning the Telephones, In The 
Eves of the Manufacturers” ] 


[Text] This is not the first time we have published articles about the status, 
problems and tasks connected with telecommunications--and especially the 
telephone therein. Putting it on the agenda again is justified by the fact 
that the theme has been discussed recently by several significant forums-- 
from the industry and the construction and transportation committees of the 
National Assembly to the State Planning Committee. We can read in the follow- 
ing and in the selections on pages 8 and 9 of our paper studies not only 

from the viewpoint of industry and the Post Office but also about examples 
from abroad and about a few possibilities for development. 


The tale of the pike caught by the fox came to mind in regard to the situa- 
tion which now characterizes the relationship of the Post Office and the 
manufacturers in the telephone matter. The production of the domesti« 
telecommunications industry has increased at a swift pace in recent years. 
This development was made possible primarily by the growth in socialist and 
capitalist export. But export interest does not always help domest ix 
supply--say those involved. The situation, however, is even more complicated 
than this--as it is so often. 


One of the biggest shippers to the Post Office, the BHC [Beloiannisz Signal 
Technology Factory] makes switching equipment and telephone exchanges. There 
was a time when one of the actions of the BHG was mentioned as a schoo] 
example of how not to buy a license. The crossbar exchanges were involved... 
The license was purchased in 1968, manufacture began in 1971, and by the end 
of 1984 a total of 1.3 million lines had been built with this technology. 

So the truth is that without the much debated action the level of the domesti« 
telephone network would not have reached even the present, low magnitude. 


When the Expensive is Cheaper 


The long range ideas of the Post Office and those of industry went their 
separate ways since the beginnine of the 1970's. At that time the traditional 
rotatr change was still cheaper, so it was futile to manufacture the more 








modern, high performance crossbar; the customer still preferred the former. 
It is a fact that even then the Post Office did not have a lot which it 
could turn to investment. So the BHC, and the others, turned toward the 
export markets. In 1974 they manufactured 14,000 lines for domestic use 
and 25,000 for foreign use. This trend can be followed from the production 
data up to 1977, when a turn took place. Domestic purchases increased sig- 
nificantly within the framework of a developmental program; new types, the 
container exchanges, appeared too. In 1979 about 100,000 lines were built 
within our borders, while export remained at the original level. In the 
interest of expanding capacity the BHG had already built a new factory in 
Debrecen (the credit burdens of which will fall due in the future). But the 
stressed development program was finished in 1980; the Sixth 5-Year Plan con- 
tains the creation of 170,000 main exchange stations. 


The quantitative increase between 1977 and 1980 was only apparent, was signi- 
ficant only in comparison to what had come before and to what we see now, for 
today the quantity is just as much a weak point of the telephone network as 
the quality. The latter factor was forced into the background as a result of 
the program of that time, so today not only are there few telephones but, 
because of putting off the reconstruction, the use value of the existing net- 
work is low too. This is why--among other things--they have built special 
networks used in a closed circle. While the ratio of subscribers connected 
into the national long-distance network is around 30 percent, the OVli 
[National Water Management Office], the OKGT [National Petroleum and Gas 
Industry Trust], the MAV [Hungarian State Railways] and others have established 
completely automated national networks so that they can do their work eifi- 
ciently. 


Why cannot the same thing be done in the national base network? Is it really 
the profit and export orientation of the industrial enterprises which is 
holding back development? 


"The magnitude of the domestic sales of the BHG is not influenced primarily by 
profit or export interest," says Dr Peter Eisler, technical deputy director 

of the enterprise, “but rather by the most limited demand of the Post Office. 
We expanded our capacity to such an extent that I need not exaggerate, we could 
deliver domestically double the present quantity. If the Post Office had the 
money we could change to a great extent the present proportions of roughly 
half and half of foreign and domestic marketing. It is characteristic that 

we have not raised our prices since 1979 in regard to the Post Office. This 
does not suggest a desire for profit, nor does this drive us toward the ex- 
port markets. It is a fact that in some cases, because of the export which 
increased in significance in this manner, orders by the Post Office may get 
forced into the background, primarily in the area of installation on especial- 
ly unexpected occasions. But this is an effect which we cannot ignore without 
risking our foreign positions. Unfortunately it is well known that the Post 
Office never had a lot for investment, in non-obligated funds, and even the 
existing demand is poorly scheduled and capricious, and it may appear from 
this that industry is not flexible enough. The swift increase in construction 
costs probably makes the situation of the Post Office even more difficult. 
When setting up a telephone exchange, for example, the mechanical equipment 
represents only 25-30 percent of the cost. It is to be hoped that the spread 








of electronic equipment, which does not require a special building, will re- 
solve this tension also.” 


Without Compulsion 


What is your opinion about the proposal according to which deliveries to the 
Post Office should be given the same priority as capitalist export? 


"I would be the greatest believer in it, for if we cannot carry through the 
developments of the BHG now under discussion then, according to our calcula- 
tions, the Post Office will be forced to resort to gigantic capitalist import 
later, worth several hundred million dollars. But the same priority cannot be 
forced with administrative tools, the solution can only have a financial 
character. Not even to speak of the fact that by neglecting external markets 
millions of dollars might slip out of our hands, and the consequences of 

this could be serious too. 


"Other proposals speak of making the telephone network economically indepen- 
dent or, just the contrary, of joint guidance of the telecommunications indus- 
try and telecommunications. 


"There is a debate about whether the traditional postal services should be 
separated from one another, that is telecommunications. There is an ever 
stronger tendency abroad for the deficit services to be kept in state hands, 
and give the profitable telecommunications to entrepreneurs. This would 
facilitate a clear picture too. Under domestic conditions, lacking more pre- 
cise information, it is difficult to take a position. There is not much sense 
in joint guidance, the domestic users, for example, tie up only one-third of 
the capacity of our factory and this can be said, according to my information, 
about the other signal technology enterprises also. So the joint guiding 
organization could not have a say about the major part of the production. 
Microelectronics will probably invade the area of traditional postal services 
too; this could improve the economicalness of the traditional services, 
shifting them to electronic paths, to communications." 


If There Is No Money... 


Economy. In regard to the present state of the telephone network it may appear 
that the Post Office has no money. This could be true overall, but it should 
be recognized that the losses of the traditional postal services take away the 
profit of the telephone service. Because the telephone is profitable--and to 
no small degree. In 1977, when we could still telephone for an unlimited time 
for one forint, the profitability was above 30 percent. This would be to the 
credit of even an industrial enterprise. 


The total industrial picture includes the fact that today and in the next 5- 
year plan the biggest problem is caused not by the shortage of switching equip- 
ment but rather by the shortage of transmission technology devices and com- 
munications cables. They are trying to solve this by buying licenses and 

with material support for cable manufacture. But the delay is significant. 

An example of this is the request for bids issued by the BHG, the Post Office 
and Budavox 3 years ago, in which they indicated an intent to buy digital 








telephone exchanges or they would take over a license. There is still no 
decision in the matter, although introducing such exchanges is ever more 
urgent. And not simply because of economy. Thanks to smaller space require- 
ments, reliability and greater capacity the digital telephone exchanges promise 
significant investment savings. What is more important, however, is that this 
equipment constitutes the basis for introducing integrated, full range new 
services, switching the traditional services to the path of modern electronics. 
Prediction is not an economic category but in this case it is worthy of note 
that if we remain below the level of the telephone network of the surrounding 
world, if a communications gap arises between the domestic and foreign economic 
and other partners, then all of society will experience the damage caused by 
this. 
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YUGOSLAVIA 


REORGANIZATION, LARGER ROLE SEEN FOR ECONOMIC CHAMBER 
Belgrade BORBA in Serbo-Croatian 15 Nov 84 p 7 


[Excerpt] The Economic Chamber of Yugoslavia [PKJ: Privredna Komora Jugoslavije] 
must fight to take the initiative in relations with other institutions and to 
bring a balanced position to decision-making on the most important economic 
solutions. It is now in the position of constantly waiting for outside solutions 
and expressing itself today on something someone decided on yesterday. It is 

not so important whether the chamber is an appendage of the state, both whether 
and when it can become an equal and influential factor in our system of decision- 
making. These judgments made by LCY CC Presidium member Jure Bilic at the 

14 November meeting with leaders of the Economic Chamber and the general assess- 
ments on realizing the conclusions of the 13th and 14th meetings of the LCY CC 
adequately point in the direction of changes in the work of the entire chamber 
system. Nikola Stojanovic, Ivan Stambolic, and Miljan Radovic were also present 
at the meeting of the working group of the LCY CC Presidium. 


Emin Dobardzic, president of the presidency of the PKJ, stressed that realizing 
the long-term program of economic stabilization requires big changes in the work 
and organization of the entire chamber mechanism, from the basic chambers to the 
PKJ. The federal chamber is now composed of 212 different bodies with 4,891 
delegates from the entire country. In addition there are 18 specialized 
associations with work communities: these few facts, he said, show how inflated 
the organization has become. 


Similar solutions also are reached in the republic, provincial, and regional 
[economic] chambers. Instead of such a powerful organization acting to promote 
work and business, its efforts are spent in resolving everyday problems of 

work organizations. No one underestimates the importance and urgency of these 
current problems but chambers do not exist for this purpose, yet by the force 
of circumstances they have been changed into para-state institutions. 


Dobardzic said that the PKJ very often expends its efforts on very sensitive 
problems about which someone else decides. 


In regard to this assessment, Ivan Stambolic noted that the PKJ “had been led" 
into the terrain of current, daily, and practical actions, ...thus into a 
situation in which it covers the measures of state organs with its decisions. 








Stambolic said that a statement to the effect that the PKJ had given an opinion 
on some question very often calms the conscience of the bureaucracy although 
it is clear that this is not the view of associated labor. 


In our economy, Stambolic said, we need a Chamber which will not exhaust itself 
in everyday matters but will gather together the best known business people 

and scientists and give consideration to the development of this country. In 
his opinion, we have no better organizational form through which to realize a 
unified strategy for the country, along with strong scientific forces; without 
such a vision of the future there is little integration of the economy. He 
said that at present more than one-half of the work organizations in Yugoslavia 
have not yet started work on enacting medium-term development plans. This is 
an area in which the PKJ, differently set up, could come to fuller expression. 
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YUGOSLAVIA 


ASSEMBLY CHAMBER DISCUSSES LAW ON FOREIGN INVESTMENTS 
LD271808 Belgrade TANJUG Domestic Service in Serbo-Croatian 1349 GMT 27 Now 84 


[Text] Belgrade, 27 Nov (TANJUG)--Rade Pavlovic, chairman of the Federal 
Committee for Energy and Industry, spoke at the session of the Chamber of 
Republics and Provinces of the SFRY Assembly today about the proposed law on 
changes to the law on investments by foreign persons in Yugoslav associated 
labor organizations. 


First he recalled that the volume of foreign investments on the basis of joint 
investments was almost negligible and that the situation in this sphere is 
unsatisfactory. 


He illustrated this with very precise facts. In the past 5 years, such 
resources accounted for all of 0.6 percent of total payments for investments 
in the economy. In a little more than 16 years since the possibility of 
investments by foreign persons has been created, a total of 178 agreements 
have been concluded. The total investments by foreign and Yugoslav partners 
according to all agreements amounts to 67 million dinars, and investments by 
foreigners account for 16 million or 23.8 percent. 


Pavlovic emphasized that since 1978, when the currently valid law was adopted, 
foreign partners’ interest in joint investments has been falling off. From 
1968 to 1978, an average of 15 agreements were concluded annually, but since 
1978 the average has dropped to 11. The chairman of the Federal Committee 

for Energy and Industry noted that such an unfavorable trend is caused by the 
general economic situation in the world, which has not favored the free 
circulation of capital, economic instability at home, and also the restric- 
tiveness of the current law. 


The application of the new law is a result of the idea that it is economically 
more correct to aim at joint investments than to constantly enter into credit 
arrangements, which today have become very unfavorable in particular. 


There are many advantages to this. Transfer of technology into our economy 
takes place, Yugoslav exports are helped, and joint investments have a tavor- 
able effect on reducing our indebtedness and contribute to closer Linking 
between the Yugoslav market and the world. 


7} 





Rade Pavlovic explained that this was the reason for the numerous proposed 
changes in the existing law, but that no single constitutional principle 
about self-management associated labor is being brought into guestion. 


Speaking about the content of the new solutions, Pavlovic emphasized the 
special significance of the introduction of “the remainder of net income 
from joint economic activity” which would in its material content be almost 
identical to the category of profit, but would be the synthesized expression 
of the economic motive of foreign persons to invest capital in the Yugoslav 


economy. 


Due attention is paid to defining joint risk. The return of investments and 
the level of payment for the use of the resources invested in economic activ- 
ity may be guaranteed solely by joint business results and by nothing else. 
Therefore not even a foreign person's profit can be limited in advance. 


in relation to results achieved in a joint business undertaking a foreign 
person is guaranteed a return of the real value of investment, and the 
"49:51" formula which required Yugoslav organizations to invest at least 50 
percent of their own resources in every arrangement is eliminated. 


Rade Pavlovic then explained why the elimination of the lower level for 
foreign capital investments has been proposed. The maintenance of this limit 
could have eliminated the possibility of smaller amounts of capital, which are 
very often needed by the economy, coming into the country. 


in the changes to the law, special attention was devoted to the joint organ 
of business activity. The essence of provisions in that organ is that by 
attracting foreign capital one also attracts the foreign person and involves 
him in the process of economic activity. Together with the Yugoslav organi- 
zation the foreigner will directly participate in expert and managerial con- 
duct of the realization of a joint business undertaking. 


The aim was also the maximum simplification and shortening of the procedure 
for approving agreements on joint investments, but it is obligatory, Pavlovic 
emphasized, that every agreement should be in accordance with our plan and 
Yugoslavia's technological development strategy. 


As Rade Pavlovic said, these are the essential changes, although there are 
also some others. For example, the introduction of norms for current work is 
set out, and some obligations and outgoings from income to satisfy joint and 
general social needs not connected with the joint investment are reduced. 

The possibility of a foreigner having the right to inspect the books of a 
Yugoslav organization is also envisaged, as well as a provision that current 
economic policy measures should not change the conditions set out in the 
agreement on joint investment and so forth. The possibility of concluding 
agreements on investments by foreleners in the aphere of health and recrea- 


tion services is also new. 
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YUGOSLAVIA 


BRIEFS 


ALD TO UNDERDEVELOPED--In the 3 and 1/2 years of the current 5-year plan over 
400 self-management agreements for joint investment in less developed areas of 
the country have been signed. The initial estimate of the value of these 
programs is 200 billion dinars, including 50 billion dinars, or 25 percent, 

of federal funds earmarked for pooling. One-half of the agreements represent 
new investments while a small part of them are programs for reconstruction and 
modernization of existing economic facilities. Investments in industry account 
for 70 percent, in agriculture 20 percent, ard in other sectors 10 percent of 
the total funds. Most of the projects are being constructed in more developed 
opstinas (60 percent), while 30 percent are being built in less developed 
opstinas, and only 10 percent in undeveloped opstinas. Over 50 percent of the 
joint investments are based on credits. According to the plan, 80 billion 
dinars should have been pooled in 3 and 1/2 years, but only 50 billion dinars 
have actually been pooled. Up to now 100 of the planned projects have been 
completed, 2 are being completed, and 116 are in preliminary construction. 
[Excerpt] [Belgrade PRIVREDNI PREGLED in Serbo-Croatian 17-19 Now 84 p 10) 


ELECTRIC POWER PRODUCTION--In the first 10 months of this year 53.6 billion kWh 
of electric power were produced which is on the planned level and 9.4 percent 
more than in the same period last year. All electric power plants, except 

those fired by mazut, have operated very well. Thermal electric plants based 

on coal increased production 12.7 percent and produced 27.8 billion kWh, hydro- 
electric plants increased production 10.6 percent and produced 20.9 billion kWh, 
while the nuclear power plant increased production 21 percent and produced 

4.4 billion kWh. One of the reasons thermal electric plants based on mazut 
produced only 1.4 billion kWh or one-half of the planned amount was to conserve 
the little mazut which is available. In this period 51.8 billion kWh of electri 
power was consumed, or 6.2 percent more than last year and 4 percent less than planned. 
Run-of-the-river power plants produced 22.5 billionkWhor 20 percent above plan and 
44 percent more than last year. [Excerpt] [Belgrade POLITIKA in Serbo-Croatian 

12 Nov 84 p 28] 


BOSNIAN NUCLEAR POWER PLANT--Bosnia-Hercegovina has started intensive prepara=- 
tions for building an atomic power plant. The decision has been made in the 
highest republic organs and the work and money included in the 1983-1990 program 
for building electric power projects. The commission for nuclear energy in the 
republic executive council urges that a preliminary investment documentation 

and a study on possible locations for the plant be made. It is estimated that 
about 3.85 billion dinars will be needed for preparations to build the first such 
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plant in this republic, based on March 1984 prices. It is expected that the 
plant will probably have an installed generating capacity of about 500 megawatts 
and would perhaps be built in cooperation with another republic. By the 
beginning of next year the Institute for the Electric Power Economy of Bosnia- 
Hercegovina will work out a detailed preparatory program. [Excerpt] [Belgrade 
PRIVREDNI PREGCLED in Serbo-Croatian 20 Nov 84 p 4] 


OPPOSITION TO OOURs--The battle for socioeconomic stabilization requires more 
effective functioning of the political system. But recently there have been 
manifestations and support for essential changes in the system, and often also 
certain changes of the system. This was said in the introductory statement by 
Nemanja Jovanovic, member of the Presidium of the Governing Council of the 
Trade Unions of Vojvodina at a recent meeting of this council devoted to 
realizing the role of the Trade Union Federation within the SAWP. Jovanovic 
said that there were especially attacks on the delegate system and on associated 
labor organized on the basis of the Constitution and the Law on Associated 
Labor. The “bone in the throat” in all this is in many cases the OOURs (basix 
organizations of associated labor). All this calls forth confusion and lack of 
clarity among workers and working people, especially since at the 10th meeting 
of the LCY CC it was clearly established that critical analyses and discussions 
must be based on the judgments of the 12th LCY Congress and on the orientations 
established in the Constitution. He added that when one considers concrete 
behavior in a number of work organizations in which there have been uncritical 
elimination of OOURs and a strengthenine of techno-bureaucratic forces, we can 
rightly speak about the serious attempt to challenge the basic orientations 

of our system. In the discussion delegates said that all attacks on OOURs 

will be most energetically opposed and the faster elimination of weaknesses 

in the forming and work of OOURs will be demanded. The role of the Trade Union 
Federation in this is to create conditions for the further development and pro- 
motion of the political system and its institutions. In concrete actions the 
trade union organizations must see that the SAWP is the place for connecting 
the interests of workers and other working people and citizens, [Excerpt | 
[Belerade BORBA in Serbo-Croatian 15 Now 84 p 7] 
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